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WORLD  NEWS  JBUSINESS  NEWS 

Saddam  vows  to  Frankfurt  set  to  gain 

resist  ‘illegal’  from  pan-European 

no-fly  zones  in  Iraq  stockmarket  link-up 

' nr?!Iti?lda![’  Hu8S6in  pan-European  equity  market 

attacked  the  no-fly  zones  over  alliance  between  the  Frankfurt 
Iraq  as  iDegaT  and  said  his  and  London  stock  exchanges 
people  would  resist  them.  Iraq  opens  today,  with  the  German 
also  confirmed  that  it  wanted  the  partner  set  to  be  the  dear  early 
United  Nations  humanitarian  beneficiary.  The  accord  is  expec- 
misslon  in  the  country  to  stop  ted  to  widen  later  In  the  year  to 

employing  US  and  British  citi-  Include  up  to  six  more  European 

zens.  Page  4 exchanges.  Page  21;  Markets  in 

Bam  split  over  mid  ear  tax  plan  19®*  P®9®®  28  and  29 
Gerhard  Schroder,  the  German  General  Motors,  the  world’s 
chancellor,  faces  difficulties  biggest  vehicle  maker,  launched 

Within  his  coalition  government  Its  boldest  drive  to  revive  Cad- 
after  the  Green  party-controlled  iliac  as  a global  luxury  brand  by 
environment  ministry  backed  unveiling  a radical  concept  car 
plans  to  tax  nuclear  fuel  rods.  for  the  Detroit  motor  show.  Page 
P®9®  2 20;  General  Motors  special 

Bin  Laden  speaks  on  bombings  report.  Page  22 
Osama  Bin  Laden,  the  exiled  France  is  to  modernise  its  bond 
Saudi  billionaire,  appears  to  markets  this  year  following  the 

admit  in  an  interview  with  Tone  launch  of  the  euro.  Individual 
magazine  that  he  instigated  the  investors  from  euro-zone  court- 
terrorist  bombing  of  two  US  tries  will  be  able  to  buy  inflation- 

embassies  in  Africa.  Page  4 finked  government  bonds  as  part 
Yemen  failed  to  warn  of  flirsat  of  Ihe  reforms.  Page  26 

A government  official  has  con-  SmaMer  clearing  firms  on 
ceded  that  Yemen  failed  to  warn  London's  derivatives  exchange 
foreign  embassies  that  terrorist  are  expected  to  face  a huge  out- 

activity  was  hcreasing  In  the  flow  of  capital  today  as  indepen- 

south  of  the  country.  Page  4 dent  traders  withdraw  funds  in 
. n,.  the  wake  of  the  biggest  trading 

a0^  u *4  scandal  since  the  Barings  col- 

A bomb  outside  Lahore  killed  Iapae  h 1995  fw  ^ 

four  people  and  triggered  con- 
cerns over  the  security  of  Nawaz  Arteritis,  the  holding  company  of 
Sharif,  the  Pakistani  prime  minis-  the  Print  emps  retail  Big  group 
ter.  The  blast  blew  up  a bridge  based  in  prance,  is  in  talks  to 
shortly  before  Mr  Sharif  was  due  acquire  Japan's  Aoba  Life  I nsur- 
to  drive  over  it.  Page  B ance,  Japanese  press  reports 

said.  Artemis  is  understood  to 
Senate  backs  C&nton  teal  plan  have  offered  to  pay  Y40bn  to 
The  prospect  of  a quick  trial  for  Y50bn  ($355m-$443m).  Page  25 
President  Bill- Clinton  in  the  US 

Senate  grew  as  senators  backed  Pacific  Internet,  the  online  service 
a proposal  to  speed  up  proceed-  provider  owned  by  the  Singapore 
ings.  Page  20;  Rise  in  defence  government,  is  planning  to  cash 
budget  proposed.  Page  3 m on  the  US  internet  share  price 

boom  with  an  IPO  within  a fort- 
IIN  urged  to  stay  in  Angola  night  ft  will  be  the  first  internet 

The  United  Nations  must  not  offering  in  the  US  by  an  east 
pull  out  of  Angola  despite  the  Asian  company.  Page  21 
recent  increase  in  hostilities  ^ _ 

and  the  shooting  down  of  two  . Alltad  Donee*,  the  UK  spintsand 
UN-chartered  aircraft,  the  UN’s  ' pubs  group.  Is  poised  to  sell 
special  representative  to  the  Car^  &q>chrem.  rts  Insh 

rvknntrv  said  Pane  7 dnnks  distributor,  for  mom  than 

country  said.  Page  7 E500m  {$B00m)  to  BC  Partners. 

Microsoft  trial  to  resone  the  venture  capital  company. 

The  Microsoft  antitrust  trial  is  set  Page  24 

Tlw  volume  of  new  Issuance  of 
American  Depositary  Receipts  - 

ware  industry  executive  who 

“1^3^  ne^T&taPageZ, 

.r- . ..  nj_'  Donaldson,  Urikbi  & Jenrette,  the 

minimal  finnnnmip  ^ investmant  bank  indirectly 
Brttam  will  sqa  minims!  sconomic  jutinfri-ju^  u..  avd  u..  rmnrh 

growth  over  the  next  two  yeare, 

bid  ie  likely  toavoid  reckon  K,'ta 

dlls  year,  according  to  toecaste  business,  coinciding  with  the  first 
by  a consultancy.  Page  10  filing  day  of  the  single  cur- 

US  struck  by  severe  wMnr  storm  rency.  Page  26 
Aswerew^stormF«ra^ed  Kiroh,  the  privately  held  German 

broadcasfing  groZp,  is  expected 
S ° ^ today  to  unveil  details  of  a wlde- 

reorganisation  that  could 
^ paw  the  wayfor  outside  inves- 
slnce  1 978.  Page  3 Ss  to  Join  L partners  m its 

Mexico  scraps  torHfla  subsidy  - media  activities.  Page  24 
Under  severe  budgetanf  pn«-  ^ & Parkef|  ^ UK  chartered 

^Xn8,  the  surveyor,  has  acquired  WitCam 

hasscrepp^lits  lastremaffiing  HiHary  Leisure  and  Hotels,  a 
contio  Ion  food  prices  - smaller  rival  specialising  in  hotel 

a sutehfy  on  tortillas  wtim^ed  ^ ielsure  property,  page  24 
to  cost  $1  bn  a year.  Page  3 

. . . _ _ ■ ■ State-owned  commercial  banks  in 

taskter  taadong  China  may  create  special  institu- 

tions  to  take  on  loans  that  have 

in  Dteka,  the  Bangtoiesh  rapital,  ^ Consinicilon 

in  a Inal  of  34  flnancters  and  one  of  four  govemment- 

busme^men  charged  wJJ  backed  commercial  banks,  is 

insider  trading  and  manipulating  ■ establishing  a separate  arm  to 
the  stock  market  Page  8 assume  non-performing  assets. 

Can  for  biennial  World  Cup  Page  28 

Sepp  Blatter  president  crfcom,  the  Israeli  cellular  phone 

International I Association  football  operator,  plans  to  issue  shares 
Federation,  has  called  for  the  on  Wall  Street  in  the  first  quarter 
World  Cup  finals  to  be  played  of  199g  ^ ^ ,nitia,  pubtfc  offer, 

every  two  years.  Page  7 jng  that  would  value  the  com- 

Probe  into  mass  grave  In  Kosovo  pany  at  $3.5bn.  Page  26 
International  m on  tors  in  Kosovo  Bayarische  Land— bank 

said  they  were  investigating  Girozentrale  bought  a 7.98  per 

allegations  that  a mass  grave  cent  stake  in  the  Hungarian  For- 

had  been  discovered  in  the  e^n  Trade  Bank  (MKB).  Page  24 

troubled  Serbian  province. 

Worid  Equity  Market 

arrested  eight  members  of  a US  ])» iatea  ir»mh»Kl  daa  fmm  mort 

the  millennium  to  hasten  the  sec-  • Page  39  - 
ond  coming  of  Jesus. 
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Euro  starts 
with  cautious 
trading  as 
Asia  opens 


By  George  Graham  In  London 
and  Gwen  Robinson  In  Sydney 

Europe  launched  its  challenge  to 
the  US  dollar's  dominance  of  the 
world's  currency  markets  early 
today,  with  the  official  start  of 
Asian  trading  in  the  euro. 

The  foreign  exchange  dealing 
rooms  of  Australia's  largest 
banks  began  their  first  official 
trades  in  Europe's  new  currency 
at  Sam,  Sydney  time. 

After  official  celebrations  of 
the  euro's  birth  in  the  early 
hours  of  EYiday  morning,  yester- 
day's trading  marked  its  coming 
to  life  as  the  new  currency  for  11 
countries  with  a combined  popu- 
lation of  290m  and  economic  out- 
put approaching  that  of  the  US. 

Economists  expect  the  euro  to 
gain  strength  against  the  dollar 
and  the  pound  over  the  coming 
months,  but  the  first  days  of  trad- 
ing are  thought  likely  to  be 
uneventful,  as  dealers  make  sure 
other  banks'  trading  and  settle- 
ment systems  are  working. 

The  first  hour  of  official  euro 
trading  In  Australia  was  almost 
all  inter-bank  trading  in  US 
doUars/euros,  rather  than  Austra- 


lian dollars.  Trading  patterns  dis- 
played what  traders  described  as 
a “largely  ceremonial"  compo- 
nent and  the  US  dollar  did  not 
move  substantially  from  its  open- 
ing price  of  $1.1747. 

The  euro  was  valued  at  $1.16675 
when  the  European  Commission 
fixed  conversion  rates  at  midday 
on  December  31  for  the  11  curren- 
cies that  joined  the  euro.  Some 
analysts  expect  it  to  move  above 
$120  in  the  next  month  or  two. 

Although  the  euro  is  expected 
eventually  to  become  an  interna- 
tional reserve  almost  as  impor- 
tant as  the  dollar,  central  bank 
managers  have  shown  no  signs  of 
hurrying  to  move  their  foreign 
exchange  reserves  into  the  Euro- 
pean currency. 

Worldwide,  banks  have  been 
sweating  all  weekend  to  convert 
bank  balances  and  securities 
denominated  in  the  currencies  of 
the  11  countries  that  have 
adopted  the  euro,  and  to  make 
siue  their  systems  are  ready  for 
the  start  of  trading  in  Europe 
today.  After  months  of  prepara- 
tion and  rehearsals,  the  process 
appeared  yesterday  to  have  gone 
faster  and  more  smoothly  than 


even  the  most  optimistic  fore- 
casts. 

The  European  Central  Bank 
said:  "Zn  the  monitoring  of  con- 
version activities  conducted  by 
the  European  System  of  Central 
Banks  during  the  changeover 
weekend,  no  incidents  have  been 
reported  that  may  impair  the 
smooth  start  of  the  system." 

Banks,  stock  exchanges  and 
securities  clearing  houses  were 
also  pleased  with  the  conversion 
process. 

But  Jean-Claude  Trichet,  gover- 


Not  just  a notion  of  shopkeepers 


By  Emma  Tucker  in  Brussels 

At  5.55pm  on  the  first  shopping 
day  of  1999, 1 made  retail  history. 
After  a long  quest  across  Euro- 
pean frontiers.  I finally  did  what 
no  one  had  done  before. 

One  packet  of  tea  bags,  one 
pair  of  wool-mix  socks  and  a ther- 
mal vest  - 21  euros.  Three  shop 
assistants  watched  ■ in  awed 
silence  as  I filled  out  my  cheque. 
These  were  the  first  euros  to 
cross  the  counter  of  Marks  and 
Spencer  in  Brussels'  Rue  Neuve. 

"Non.  non,"  interrupted  the 
supervisor.  A hitch.  I had  pul  the 
wrong  symbol  in  the  currency 
box.  One  ripped-up  cheque  later, 
the  transaction  was  completed 
and  1 left  the  store  triumphant. 

Had  it  not  been  for  this  suc- 
cess, 1 might  have  started  to 


believe  that  the  birth  of  Europe's 
single  currency  - at  midnight  on 
December  31  - was  just  a fuzzy 
New  Year  dream. 

My  hunt  for  the  euro,  mft  yet 
circulating  as  note  or  coin  but  up 
and  running  for  non-cash  trans- 
actions, had  begun  appallingly. 
At  the  Extra  Super  Stark  hyper- 
market in  Eschweiler,  Germany, 
there  was  not  a euro  in  sight. 
The  line  of  people  at  the  check- 
out was  getting  twitchy.  Who 
was  this  mad  woman  trying  to 
pay  for  her  bratwurst  sauerkraut 
and  Riesling  in  euros? 

“Noch  nicht."  insisted  the 
long-suffering  lady  holding  my 
cheque.  “You  have  to  fill  it  out  in 
D-Marks.  We  haven’t  even 
changed  our  tills  yet" 

I retreated  to  McDonald’s. 
“Euros?"  said  Herr  Gafoor,  who 


who  took  my  order.  “No,  but  I 
will  take  Belgian  francs," 

Next  stop,  Maastricht  in  the 
Netherlands.  1 headed  for  the 
Puck-  Satijn  cheese  and  wine 
shop,  whose  counters  were  piled 
high  with  round,  golden  goudas 
and  edaxns.  Surely  in  the  town 
that  gave  its  name  to  the  treaty 
propelling  Europe  towards  a sin- 
gle currency,  I would  make  a 
sighting. 

"Oh  no."  laughed  the  young 
girl  behind  the  counter.  The 
story  was  the  same  at  the  Hema 
superstore.  All  prices  marked  in 
guilders  and  Belgian  francs,  but 
nowhere  the  slightest  hint  that 
two  days  earlier  the  Netherlands 
had  locked  its  currency  with  10 
other  EU  countries. 

Feeling  desperate.  I sniffed  a 
“coffee  shop"  ~ an  establishment 


Cost  of  flying  Mr  Danone,  Junior 

i Air  fares  become  Riboud  emerges 

j more  transparent  from  father's  shadow 

i Business  Travel,  Page  14  Profile,  Page  12 


FT  expands 
statistics 
to  cover 
new  single 
currency 

By  Martin  Dickson,  Financial  BStor 

The  birth  uf  the  euro  means 
substantial  change  to  the  staus- 
tics  published  by  the  Financial 
Times  and  today's  paper  intrev 
duces  the  first  of  these  new  fea- 
tures. 

The  main  changes  are: 

• Currencies.  We  will  be  puh- 
lushing  o tabic  daily  .showing  the 
spot  and  forward  rotes  of  the 
euro  against  more  than  JU  uf  the 
world's  most  heavily  (ruled  cur- 
rencies. This  will  appear  for  the 
first  time  tomorrow,  following 
today's  first  day  or  official  trad- 
ing in  the  euru.  It  wUl  appear  on 
the  Euro  Prices  page,  in  place  of 
the  FT  Synthetic  Euro  rates 
table,  which  we  have  published 
since  lust  May  as  a brood  proxy 
for  tlte  euro.  On  this  page  today 
we  publish  a table  of  spot  rates 
for  the  euro  against  many  cur- 
rencies, based  on  market  quotes 
immediately  before  the  new  yeur 
holiday  and  euro  conversion 
weekend.  Euro  Prices.  Page  31 

• Money.  Today  we  begin  show- 
ing the  two  interest  rates  battling 
to  establish  themselves  as  the 
euro-zone  benchmark:  BBA  Euro 
Libor  and  Euribor.  We  will  also 
be  publishing  rates  fur  Eonia. 
which  covers  overnight  un- 
secured lending  in  the  euro-zone 
inter-bank  market.  Currencies 
and  Money,  Page  an 

• Bonds.  Today  we  begin  publi- 
cation of  a new  table  designed  to 
truck  the  expected  development 
of  a large,  liquid  euro-zone  bond 
market.  The  Euro-Zone  Bonds 
table  shows  the  price  and  yield  of 
broadly  representative  bonds  in 
seven  categories,  including  high 
yield  issues  and  German  pfand- 
briefc.  and  for  a variety  of  credit 
ratings.  Euro  Prices.  Page  31 

• Equities.  From  today,  trading 
In  the  shares  of  companies  in 
monetary  union  countries  will  be 
quoted  in  euros.  Today's  FT  gives 
a foretaste  of  this:  we  have 
restated  the  closing  prices  of 
these  shares,  immediately  before 
the  Emu  conversion  weekend,  in 
euros  at  their  official  national 
conversion  rates.  We  have  also 
reorganised  our  share  informa- 
tion service  to  create  a separate 
Emu  countries  section.  World 
Stock  Markets,  page  37.  Across 
the  paper,  the  ecu  - which  con- 
verted Into  the  euro  on  a 
one-toone  basis  on  January  l - 
is  being  replaced  by  the  euro. 


Jtoan-Clauda  Trichet,  governor  erf  the  Bank  of  France,  warned  yestenfay  that 
much  remained  to  be  done  to  ensure  a smooth  birth  for  the  new  currency 


nor  of  the  Bank  of  France, 
warned:  “The  Bank  of  France 
calls  on  all  participants  m the 
Paris  market  to  remain  mobilised 
and  vigilant  to  ensure  that 
markets  and  systems  start  trad- 
ing in  euros  in  the  best  possible 
conditions  on  the  morning  of 
January  4." 

Flying  start.  Page  2;  The  euro 
arrives,  Page  9;  Philip  Stephans, 
Page  18;  Welcome  to  the  euro-zone 
and  Editorial  Comment,  Page  19; 
Lex,  Page  20 


where  marijuana  is  freely  avail- 
able. Success  at  last? 

“One  gramme  of  Moroccan  - 
four  and  a half  euros,”  said  the 
suave  dope  dealer.  “1  haven't 
changed  file  prices  on  the  menu, 
but  lU  take  euros  from  today." 

Buoyed  by  the  coffee  shop's 
confirmation  that  the  euro  really 
did  exist.  I headed  back  to  Brus- 
sels, capital  of  the  European 
Union.  As  I headed  towards  the 
city's  landmark  Grande  Place  I 
spied  a giant  tinsel  euro  symbol. 

Marks  and  Spencer  - flagship 
retailer  for  a nation  which  is  not 
even  part  of  the  new  single  cur- 
rency - seemed  an  unlikely  trail- 
blazer  for  the  euro.  I congrat- 
ulated the  supervisor.  “What's 
ironic."  he  replied  tin  French!,  "is 
that  it's  happening  in  an  English 
store." 


Soros  wants  IMF  to 
be  world  central  bank 


By  Peter  Marsh  In  Loudon 

The  Internationa]  Monetary  Fund 
should  be  converted  into  a global 
central  bank  to  reduce  the  risks 
of  new  world  economic  crises, 
George  Soros,  the  billionaire 
financier  and  philanthropist,  says 
today  in  the  Financial  Times. 

The  newly  constituted  IMF 
would  act  as  a lender  of  last 
resort  to  member  countries 
believed  to  have  sound  banking 
Systems  and  economic  policies. 

It  would  also  regulate  the  inter- 
national flow  of  credit  to  reduce 
the  chances  of  outbreaks  of  eco- 
nomic turmoil  such  as  those  trig- 
gered in  the  past  IS  months  by 
events  in  Asia  and  Russia. 

Mr  Soros  says  his  proposal  is 
needed  to  tackle  what  be  per- 
ceives as  the  “inherently  unsta- 
ble” nature  of  global  financial 
markets. 

But.  he  concedes  that  reaching 
the  International  consensus  to 
establish  such  a powerful  institu- 
tion would  not  be  easy. 

In  the  article,  Mr  Soros  implies 
a two-tier  membership  system  for 
the  reformed  IMF.  The  top  tier  - 
a “select  group"  of  the  182  exist- 
ing members  - would  accept 
“protection”  from  the  world  eco- 
nomic system  by  agreeing  that 
the  IMF  take  over  as  lender  of 
last  resort,  even  if  financial  mar- 
kets were  unwilling  to  do  so. 

Although  most  large,  developed 
countries  would  Qualify  for  the 
top  tier  of  membership,  an  impor- 
tant group  of  developing  nations 
could  join  in,  if  they  “choose  to 


accept  the  discipline"  of  having 
the  IMF  operate  in  this  way. 

In  a controversial  part  of  his 
proposal,  Mr  Soros  holds  out  the 
prospect  of  the  newly  empowered 
IMF  punishing  institutions  that 
lent  to  countries  that  later  got 
into  firmniriai  difficulties.  Punish- 
ments could  Include  compulsory 
conversion  of  debt  into  equity  or 
enforced  repayment  delays. 

“By  putting  would-be  creditors 
on  notice  [of  potential  sanctions} 
the  IMF  would  prevent  excessive 
capital  inflows  from  developing.” 
according  to  Mr  Soros,  who  in 
the  past  year  has  lost  hundreds 
of  millions  of  dollars  through 
positions  taken  in  Russia  and 
Malaysia,  and  who  has  been  a 
severe  critic  of.  IMF  policies. 

As  well  as  requiring  agreement 
by  central  banks  such  as  the  new 
European  Centra]  Bank  and  the 
US's  Federal  Reserve  - which 
might  prove  reluctant  to  share 
some  of  their  powers  - Mr 
Soros's  new  scheme  would 
require  a large  increase  in  the 
“quotas"  or  membership  fees, 
paid  by  the  IMF’s  member  coun-  , 
tries.  This  would  almost  certainly 
run  into  political  difficniHcs- 

Offi  rials  from  the  Group  of 
Seven  leading  industrialised 
countries  are  discussing  a rela- 
tively small  step  toward  reform- 
ing file  architecture  of  the  global 
financial  system:  a merger  of  the 
ministerial  committees  that  over- 
see the  IMF  and  World  Bank. 
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Another  new  year  arrives.  Bui  with  it  this  time  a brand  new  currency. 
-If  you’re  in  business,  it  could  be  worth  being  with  the  bank  that  is  in 
more  European  countries  than  any  other.  So,  as  you  ring  in  file  new 
currency,  don't  forget  Barclays.  One  of  Europe's  oldest  acquaintances. 


www.euro.barclays.co.uk 
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EUROPE 


SINGLE  CURRENCY  BANKS  AND  MARKET  INSTITUTIONS  REPORT  SMOOTH  CHANGE-OVER 


Fund 


Euro  conversion  is  off  to  a flying  start 


By  George  Graham  and 
Wolfgang  MOnchau  m Frankfurt 


Tbe  daunting  task  of 
converting  bank  balances 
and  securities  portfolios  to 
tbe  euro  passed  off  smoothly 
over  the  weekend,  with  sev- 
eral banks  and  market  insti- 
tutions finishing  their  con- 
version processes  ahead  of 
schedule. 

“We  have  beeu  drinking 
champagne  since  Saturday 
afternoon,'’  said  Bill  Grant. 
Emu  project  director  at  Citi- 
bank. the  banking  arm  of 
the  US's  Citigroup  financial 
services  conglomerate. 


David  Clementi.  deputy 
governor  of  the  Bank  of 
England,  which  has  been 
coordinating  preparations 
for  the  conversion  weekend 
in  the  City  of  London,  said 
the  Bank  had  sent  most  of 
Its  own  conversion  staff 
home  and  most  private  sec- 
tor banks  bad  done  likewise. 
No  one  had  called  on  the 
Bank  over  the  weekend  to 
arbitrate  or  resolve  any 
issues.  “Today  has  been  a 
huge  milestone.  There  are 
further  milestones  to  come, 
but  we  judge  that  it  will  go 
smoothly,"  he  said  yester- 
day. Mr  Clementi  added  that 


be  expected  traders  to  be 
cautious  at  tbe  start  of  trad- 
ing in  the  new  currency 

today. 

Many  banks  found  their 

conversion  processes  ran 
more  quickly  and  more 
smoothly  than  in  dress 

rehearsals. 

“For  the  most  part  we 
were  done  quite  early  on  Sat- 
urday night  I brought  the  2 
o'clock  meeting  on  Sunday 
forward  to  12  o’clock,  and 
that  was  our  sign-off,”  said 
Joanna  Meager,  Emu  chief 
at  Salomon  Smith  Barney, 
the  Investment  banking  arm 
of  Citigroup. 


Across  Europe,  central 
banks,  stock  exchanges  and 
financial  institutions 
reported  similar  success 
with  their  euro  preparations. 

“No  incidents  have  been 
reported  that  may  impair  tbe 
smooth  start  of  the  system,  “ 
said  the  European  Central 
Bank. 

One  of  the  keys  to  the 
weekend's  success  was  the 
work  of  central  market  insti- 
tutions such  as  Cedel  and 
Euroctear,  the  two  securities 
depositaries  which  handle 
the  clearing  of  most  interna- 
tional bonds  and  many  other 
Securities.  Andr&  L ussi,  pres- 


ident of  Cedel  Group,  which 
Spent  $25m  preparing  for  tbe 
conversion,  said  all  dead- 
lines had  been  met  ahead  of 
schedule. 

Euroclear  said  600  people 
working  in  shifts  had  reden- 
ominated more  than  3.500 
debt  securities  and  con- 
verted around  13,500  equity 
quotations.  Redenomination 
of  securities  balances  and 
conversion  of  trades  entered 
in  national  currencies  at  the 
end  of  last  year  were  com- 
pleted by  9pm  on  Friday, 
well  ahead  of  the  target  of 
8am  on  Saturday. 

At  Reuters,  the  market 


information  services  com- 
pany, Geoff  Sanderson,  euro 
programme  director,  said 
more  than  Zbn  items  of  his- 
torical data  had  been  con- 
verted seven  hours  ahead  of 
schedule. 

Other  pieces  of  the  market 
infrastructure,  such  as  the 
Swift  bank  messaging  sys- 
tem and  the  Target  pay- 
ments network  run  by  the 
ECB,  also  appeared  to  be 
ready  for  operations  today. 

But  most  banks  are  not 
letting  their  Emu  teams 
stand  down  yet. 

Ranks  are  watching  not 
only  to  see  whether  their 


trading  partners  haw  PfJ® 
ieros  but  to  make  sure  their 
cash  is  flowing  smoothly  to 
the  right  places.  Until  now. 
any  D-Mark  payments  would 
automatically  flow  to  Frank' 
furl,  while  French  francs 
would  move  to  Paris.  But 
euros  could  end  up  in  one  of 

18  different  payment 

systems,  so  banks  must 
ensure  they  have  enough 
liquidity  in  the  right  places. 


managers 
may 
further 
test 


By  Jane  Martinson, 
Investment  Correspondent 


Euro  launch,  Page  9 
Conspicuous  absence.  Page  is 
Editorial  Comment  Page  19 
Welcome  to  the  euro-zone, 
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Just  routine,  says  Chase  Manhattan  UK  urged  to 

hold  early 
referendum 


By  George  Graham, 
Balking  Editor 


In  a basement  conference 
room  on  the  edge  of  the 
English  coastal  town  of 
Bournemouth,  an  Excel 
spreadsheet  scrolled  steadily 
on  a large  screen,  marking 
off  the  2,500  milestones  in 
the  Chase  Manhattan  bank's 
preparations  tor  the  start  of 
trading  this  morning  in  the 
euro. 

Around  the  table,  some  of 
tbe  1.80U  staff  working  on 
the  euro  conversion  at  the  38 
acre  site  housing  Chase's 
main  European  processing 
operations  checked  off  prog- 
ress in  their  divisions.  Many 
wore  the  blue  and  white 
Emu  polo  shirts  the  bank 
had  printed  for  the  occasion. 


Through  a hail  of  three-let- 
ter acronyms,  the  overall 
message  came  through:  the 
task  of  converting  bank 
accounts  and  balances  to  the 
euro,  adjusting  trading  and 
risk  management  systems 
and  redenominating  thou- 
sands of  European  govern- 
ment bonds  held  on  behalf  of 
asset  managers  and  pension 
funds  by  Chase’s  $4,000bn 
custody  business  was  on 
tracks 

“This  is  the  same  proce- 
dure we  used  for  the  merg- 
ers [between  Chemical  Bank 
and  Manufacturers  Hanover 
and  then  between  Chase  and 
Chemical  in  1996J  and  it’s 
the  same  procedure  we  use 
for  contingencies  of  other 
kinds,"  said  John  Irvine, 
head  of  international 


operations  and  technology  at 
the  Bournemouth  site. 
Chase's  largest  operation 
outside  the  US. 

Every  two  hours  from 
Thursday  night  until  Sun- 
day. team  leaders  gathered 
in  the  conference  room  and 
by  video  link  from  Asia,  Lon- 
don and  the  US  for  a regular 
update  on  progress.  Prob- 
lems. coded  red,  amber  or 
green,  in  descending  order  of 
seriousness,  were  raised,  to 
alert  other  departments  to 
any  knock-on  effects. 

“We  don't  want  one  thing 
happening  in  derivatives  in 
New  York  that  someone  in 
Hong  Kong  is  not  aware  of." 
Mr  Irvine  said. 

A Hitachi  Skyline  com- 
puter capable  of  processing 
960m  instructions  per  second 


whirred  away,  its  actions 
mirrored  by  a back-up  sys- 
tem housed  on  the  other  side 
of  Bournemouth. 

The  “operations  bridge", 
where  staff  handle  cries  for 
technological  help,  was 
quiet.  In  fact,  the  loudest 
noise  to  be  heard  came  from 
the  football  stadium  beyond 
the  treetops,  where  a goal 
from  local  hero  Eddie  Howe 
put  Bournemouth  FC 
through  to  the  fourth  round 
of  the  FA  Cup. 

Back  in  tbe  Chase  confer- 
ence room,  Anthony  Davies. 
Emu  project  manager,  que- 
ried a difficulty  over  Interim 
interest  payments.  “So  that 
has  gone  from  red  to  clear  in 
half  an  hour?"  he  asked. 
"Well  actually  it  was  more 
like  half  a minute,"  came  the 


response  over  a video  link. 

Some  issues  took  a little 
longer  to  resolve.  More  than 
Slbn  went  briefly  astray 
when  the  mark-to-market 
process,  in  which  trading 
portfolios  are  revalued, 
skipped  one  trading  book 
and  mistakenly  valued  it  at 
zero.  Three  of  Chase's  own 
bank  accounts  were  not  con- 
verted from  ecus  to  euros  on 
the  first  run  through. 

But  Chase  executives  said 
this  volume  of  problems 
could  be  dealt  with  by  hand. 
“On  an  average  working  day 
we  have  56  things  going 
wrong  around  the  world," 
said  Richard  Mangogna, 
chief  information  officer  for 
the  Chase  group.  “This  is  far 
less  than  we  have  to  handle 
routinely." 


By  George  Parker  and  An  Kelly 


Japanese  PM  in  call  to 
boost  profile  of  yen 


By  McMya  Nakamoto  in  Tokyo 


Keizo  Obuchi.  the  Japanese 
prime  minister,  will  seek  the 
co-operation  or  European 
leaders  in  positioning  the 
yen  as  one  of  three  key 
global  currencies  along  with 
the  dollar  and  the  euro. 

In  his  New  Year  address. 
Mr  Obuchi  made  clear  he 
would  ask  the  leaders  of 
France,  Germany’  and  Italy 
to  support  the  use  of  the  yen 
as  an  international  currency 
when  he  meets  them  during 
a European  tour  beginning 
on  Wednesday. 

"We  must  extend  Japan’s 
strength  through  its  cur- 
rency as  well  and  ensure 
that  the  yen  is  accepted 
throughout  the  world  like 
the  dollar  and  the  euro,"  he 
said. 

Mr  Obucbi’s  call  to  pro- 


mote the  yen  highlights 
growing  concern  within  the 
Japanese  government  over 
the  impact  the  euro's  launch 
could  have  on  the  yen  and 
on  Japan's  role  in  the  inter- 
national community. 

On  the  one  hand,  leading 
members  of  the  ruling  Lib- 
eral Democratic  party  (LDP) 
hope  the  euro  can  help  miti- 
gate tbe  adverse  effects  of 
the  dominance  of  the  US  dol- 
lar. 

Many  LDP  politicians 
believe  over-reliance  on  the 
US  dollar  was  partly  respon- 
sible for  the  Asian  currency 
turmoil  last  year  and  would 
like  to  see  the  dollar's  influ- 
ence reduced  by  greater  use 
of  the  euro  and  the  yen. 

“We  have  great  expecta- 
tions tor  the  euro."  and  its 
ability  to  reduce  the  dollar's 
dominance,  according  to  Ich- 


izo  Ohara,  a member  of  an 
LDP  committee  to  promote 
the  yen  and  a leading 
adviser  to  Mr  Obuchi. 

The  launch  of  the  euro 
has,  however,  also  triggered 
concerns  that  the  yen's  sta- 
tus could  be  Further  under- 
mined with  the  rise  of  a 
strong  European  currency. 
“We  must  make  efforts  so 
that  Japan  is  not  left 
behind,"  Mr  Obuchi  said, 
referring  to  the  launch  of  the 
euro. 

To  that  end.  Mr  Ohara  is 
calling  for  greater  use  of  the 
yen  in  international  transac- 
tions. For  example,  he  has 
proposed  paying  for  oil  in 
yen  rather  than  dollars,  as  is 
common  practice,  and  has 
suggested  that  Japanese 
Overseas  Development 
Agency  loans  be  repaid  In 
yen  rather  than  dollars. 


Got  it  licked:  France  has  printed  Its  first  stamps  denominated  in 
euros  and  francs  - they  go  on  sale  today  Reideis 


The  Liberal  Democrats, 
Britain’s  centre  party,  yes- 
terday urged  Tony  Blair, 
prime  minister,  to  show 
leadership  and  prepare  the 
UK  for  an  early  referendum 
on  participation  in  the  euro- 
pean  single  currency. 

Menzies  Campbell,  the  par- 
ty's foreign  affairs  spokes- 
man. said  Mr  Blair's  179-seat 
majority  in  the  House  of 
Commons,  the  powerful 
lower  chamber  of  parlia- 
ment, gave  him  the  chance 
to  lead  the  debate  on  the 
euro. 

Mr  Campbell  said  the  gov- 
ernment's plan  to  hold  a ref- 
erendum after  the  next  gen- 
eral election,  due  in  2001  or 
2002.  was  unsustainable. 

“The  influence  of  the  sin- 
gle currency  on  the  UK  and 
the  way  we  conduct  our 
business  will  be  increasingly 
felt"  he  said. 

“The  government  could 
well  And  itself  swept  along 
by  events." 

The  Liberal  Democrats, 
who  have  46  MPs,  are  the 
most  pro-European  party  in 
the  UK  and  are  developing 
increasing!;  dose  links  with 
the  government 

The  party  hopes  to  per- 
suade Mr  Blair  he  could  win 
an  early  referendum  on  UK 
membership  of  the  euro, 
with  cross-party  support. 

A “Yes"  campaign  in  a ref- 
erendum would  also  be  sup- 
ported by  a number  of  senior 
Conservatives,  including 
Kenneth  Clarke,  the  former 
chief  finance  minister,  and 
Michael  Heseltine,  the  for- 
mer deputy  prime  minister. 

Meanwhile,  former  Labour 
foreign  secretary  David 


Owen  announced  formally 
he  would  join  campaigners 
trying  to  stop  UK  participa- 
tion in  a single  European 
currency. 

Lord  Owen  warned  that 
the  countries  signing  up  to  a 
single  currency  would  effec- 
tively become  a single  state. 
He  said  there  were  also 
strong  economic  reasons 
why  Britain  should  stay  out- 
side tbe  euro-zone. 

"People  aren't  stupid,  they 
know  when  they  are  being 
sold  a pig  in  a poke  and  I 
think  one  of  tbe  reasons 
they  are  still  very  strongly 
against  the  euro  is  that  they 
know  there  is  more  on  offer. 
Effectively  this  is  a big  step 
towards  greater  integration” 

Senior  opposition  Conser- 
vative politicians  said  the 
government  was  trying  to 
prejudice  any  referendum  on 
entering  the  single  currency, 
noting  that  the  Bank  of 
England  was  already  print- 
ing euro  bank  notes. 

They  said  the  bank's  print- 
ing presses  had  produced 
euro  notes  in  three  denomi- 
nations worth  more  than  a 
total  of  £100m  (Jl68m).  "Why 
are  these  notes  being  printed 
if  we  are  not  in  the  euro?" 
said  party  constitutional 
spokesman  Nigel  Evans. 

“It  looks  like  the  govern- 
ment's trying  to  prejudge 
the  referendum.” 

A spokesman  for  the  Trea- 
sury said:  “This  has  no  bear- 
ing on  whether  or  not  we 
join.  All  central  banks  in 
Europe  are  printing  the 
notes  as  a test  as  part  of  the 
general  preparations.  The 
cost  of  the  operation  - said 
to  be  £300.000  - would  be 
recouped  by  sales  to  partici- 
pating members. 


Fund  managers  went  to 
work  yesterday  to  check  the 
euro  conversion  process  had 
not  changed  their  portfolios 
beyond  recognition. 

After  an  army  of  systems 
specialists  and  project  man- 
agers had  worked  solidly 
since  New  Year’s  Eve,  fund 
managers  checked  the 
switch  to  the  euro  had  not 
left  them  inadvertently  hold- 
ing more  Portuguese  shares 
than  they  wanted  or  fewer 
bonds,  for  example. 

Several  fund  managers 
bad  finished  this  checking 
process  by  lunchtime  yester- 
day. About  200  people  were 
working  at  JP  Morgan 
Investment  Management, 
about  a third  of  the  total 
London-based  workforce. 

Pierre-Antoine  Boulat, 
responsible  for  the 
conversion  of  the  asset 
management  division,  was 
looking  relaxed  by  early 
afternoon. 

“There  have  been  so  many 
checks  done  already  that 
this  really  Is  just  the  final 
one,"  be  said. 

Brian  Morris,  senior  fixed 
income  fund  manager,  had 
arrived  early  yesterday  to 
check  his  team’s  portfolios. 
Three  minor  errors  had  been 
found  in  the  conversion  of 
the  company's  bond 
holdings.  One.  a rais-typed 
code,  could  have  happened 
on  any  day.  "Frankly,  it’s 
been  very  unexciting,"  said 
Mr  Morris.  “Which  is  exactly 
bow  we  wanted  it!" 

The  most  obvious  change 
for  many  in  looking  at 
thousands  of  positions  In 
shares  and  bonds  across 
Europe  was  the  proliferation 
of  odd  numbers. 

The  real  test  for  fund 
managers  may  still  come, 
however. 

Although  almost  all  of 
them  had  double  checked 
their  positions  with 
custodians  by  yesterday, 
there  is  still  scope  for  failure 
over  the  settlement  of 
trades. 

Andrew  Skirton.  chief 
investment  officer  of 
Barclays  Global  Investors, 
Europe's  largest 
index-tracking  fund 
manager,  said:  “We  are 
confident  but  we  don’t  know 
for  sure.  It’s  really  the 
connections  that  are  the 
issue  and  until  they  are  put 
to  the  test  we  can’t  be  sure. 
If  there  are  any  horror 
stories  we  won’t  hear  about 
them  for  a few  days." 
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CONTRACTS  & TENDERS 


TENDER  NOTICE 


The  procuring  entity  - the  Latvian  state  enterprise  ‘Vkles  projekf  (I’ls  str.  17,  LV  - 1050,  Riga, 
Latvia)  invites  competitors  to  submit  tenders  on  supply  of  hazardous  waste  (mainly  pesticides) 
treatment  and  disposal  facility  (CPV  reference  number  90002490-2)  in  Latvia.  One  competitor 
may  submit  several  variants  as  separate  tenders. 

Interested  competitors  may  obtain  further  information  and  inspect  the  solicitation  documents  at 
the  procuring  entity’s  office  (address  above)  from  09:30  to  13:00  hours,  Monday  through  Friday. 
A complete  sel  of  solicitation  documents  in  English  or  Latvian  may  be  obtained  by  interested 
competitors  on  ihe  submission  of  a written  application  to  procuring  entity  and  upon  payment  of 
a non-refundable  fee  of  500  USD  to  the  bank  account  of  the  procuring  entity  Latvijas  Unibanka, 
brarion  Vecriga,  Pils  str.  23.  LV  - 1050,  Riga,  account  Nr.  01648074124  (code  310101983). 


The  documents  shall  be  sent  by  air  mail. 

Tenders  shall  be  received  not  later  than  on  5 March  1998  at  12:00  hours  East  Europe  time  by 
the  procuring  entity  (address  above).  Late  tenders  will  be  rejected.  Each  tender  must  be 
accompanied  by  a tender  security  of  30,000  USD.  Tenders  shall  be  submitted  in  English  or 
Latvian. 


Tenders  will  be  opened  in  the  presence  of  competitor’s  representatives  who  chose  to  attend  at 
13:00  hours  on  5 March  1999  in  Ministry  of  Environmental  Protection  and  Regional 
Development,  address:  Poklu  str.  25,  Riga,  Latvia. 

Tenders  will  be  evaluated  by  price  (40%  of  merit  points)  and  other  criteria. 
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NUCLEAR  DISPUTE  ENVIRONMENT  AND  ECONOMICS  MINISTRIES  AT  LOGGERHEADS 


Bonn  split  over  fuel  rod  tax  plan 


* 


’■j- 


By  Ralph  Atkins  in  Bonn 


Gerhard  SchTOder,  German 
chancellor,  feces  escalating 
difficulties  within  his  coali- 
tion government  after  the 
environment  ministry  con- 
troDed  by  the  Green  party 
yesterday  backed  controver- 
sial plans  to  tax  nuclear  fuel 
rods. 

The  proposals  from  Jurgen 
Trlttin  environment  minis- 
ter. were  rejected  by  the  eco- 
nomics ministry,  headed  by 
Werner  M Oiler,  who  advised 
Mr  Schrader  on  energy  pol- 
icy prior  to  the  September 
election.  The  ideas  were 
“unhelpful”  and  “not  up  for 
discussion",  the  ministry 
said.  Tbe  latest  row  followed 
angry  exchanges  shortly 
before  Christmas  between 
Mr  SchTOder  and  Mr  Trlttin 


after  the  environment  minis- 
ter sacked  the  country’s 
atomic  power  safety  commis- 
sioners without  consulta- 
tion. The  Social  Democrat 
chancellor  accused  Mr  Trit- 
tin  of  “self-important  postur- 
ing" and  of  calling  Into  ques- 
tion a coalition  agreement 
on  tbe  eventual  shutdown  of 
Germany’s  19  nuclear  power 
stations. 

Disputes  over  nuclear 
power  have  exacerbated  the 
domestic  difficulties  faced  by 
Mr  SchTOder  since  his  elec- 
tion which  have  also 
included  protests  from 
industry  over  the  govern- 
ment’s tax  plans. 

The  chancellor,  who 
favours  a drawn-out  atomic 
shutdown  to  minimise  com- 
pensation costs  and  job 
losses,  now  appears  on 


course  for  potentially  dam- 
aging confrontation  with  his 
Green  party  allies.  Later  this 
month.  Mr  Schrdder  is 
expected  bo  take  a lead  role 
on  talks  between  govern- 
ment and  industry  on  atomic 
decommissioning. 

However,  tbe  environment 
ministry  last  night  argued 
that  its  proposals  for  taxing 
atomic  fuel  rods  should  not 
be  seen  as  part  of  the  dis- 
pute over  exiting  from 
nuclear  power.  Instead,  they 
should  form  part  of  separate 
government  plans  for  higher 
"ecological  taxes"  to  fund 
cuts  in  state  social  security 
contributions  paid  by 
employers  and  employees. 

Tbe  economics  ministry 
said  the  proposals  violated 
the  principles  or  a coalition 
deal  on  ecological  taxes 


struck  last  September. 

• In  an  interview  with  Der 
Spiegel  magazine.  Mr  Schro- 
der warned  his  European 
Union  partners  that  failure 
to  reform  £U  finances  dur- 
ing Bonn's  six-month  presi- 
dency of  the  bloc  would 
force  a delay  in  its  enlarge- 
ment. Renters  reports  In 
Bonn. 

“If  we  fail  to  reorder 
financial  relations  during 
the  German  presiden- 
cy. . .then  enlargement  will 
be  delayed."  he  said  In  an 
interview  to  be  published  on 
Monday.  Mr  SchTOder  has 
adopted  a hard  line  an  cut- 
ting Germany's  DM22bn 
(€il.3bn,  $13bn)  EU  budget, 
contribution,  a legacy  otfj 
what  he  has  called  his  prede-' 
cessor  Helmut  Kohl’s  “che- 
quebook diplomacy”. 
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For  more  information  on  how  to  sit  back, 
relax  and  enjoy  our  award  winning  service, 
please  phone  us  now  on  0500' 444  747 


THE  WORLD'S  MOST  COMFORTABLE  BUSINESS  CLASS  FLIES  TO  LA.  DAILY. 
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Clinton  plan 
for  defence 
budget  rise 
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By  Stephan  Rdler 
bi  Washington 
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President  BUI  Clinton  has 
proposed  to  reverse  almost  a 
decade  of  falling  us  spend- 
ing on  defence,  pushing  for  a 
R2bn  increase  in  the  mili- 
tary budget  next  year. 

US  military  spending  han 
ijbeen  In  continuous  florih^ 
i f after  adjustments  for  fofin. 
V tlon  since  the  mid-1960s, 
with  the  exception  of  the 
Gulf  war  year  of  1B9L 

The  increase  Is  part  of  an 
administration  proposal  to 
boost  expenditure  on  the 
armed  forces  by  about 
|l 00 bn  over  the  next  six 
years.  It  comes  in  response 
to  growing  concern  in  the 
military  and  among  some 
Republican  legislators  that 
US  military  capabilities  have 
been  threatened  by  past 
cuts. 

There  have  also  been  com- 
plaints that  the  armed  farces 
have  been  stretched  by  new 
longstanding  commitments 
abroad,  including  in  Iraq  »nri 
in  the  TteTlmns 

v'  Mr  Clinton  annniwr^  Vila 
intentions  In  his  weekly 
'(f  radio  address  on  Saturday. 
v “We  want  our  forces  to 
remain  the  best  equipped  in 
the  world  into  the  next  cen- 
tury and  th&t  is  what  this 
effort  will  ensure,”  he  said. 

The  increases  would  pro- 
vide for  upgrading  military 
equipment,  more  spare  parts 
and  better  military  pay  and 
housing. 

The  HSbn  increase  - equal 
to  about  42  per  cent  in  the 


2000  fiscal  year  - would, 
allow  Increases  in  military 
pay,  and  go  some  way 
towards  addressing  Penta- 
gon concerns  that  the  mili- 
tary is  losing  personnel  to 
the  private  sector.  "It  wm 
help  us  in  do  right  by  our 
troops  by  upgrading  and 
replacing  ageing  equipment; 
barracks  and  family  hous- 
ing.” Mr  Clinton  said.  The 
money  would  ««i»»  through 
a combination  of  new  spend- 
ing and  budgetary  savings. 

The  $Z2bn  proposal  is  only 
the  first  step  In  the  lengthy 
budget  process  between  the 
administration  and  Con- 
gress. The  Pentagon  has  also 
requested  a higher  increase 
of  dose  to  SL50bn  over  the 
next  six  years.  However,  the 
simt  being  proposed  by  the 
administration  would,  be  suf- 
ficient to  provide  much  of 
the  equipment  that  defence 
chiefs  have  argued  are  prior- 
ities, including  new  F-22 
fighters,  attack  helicopters, 
ships  and  new  defence 
systems. 

Administration  officials  [ 
have  said  the  US  must  also 
be  ready  to  defend  against 
new  threats  such  as  terror- 
ism and  weapons  of  mass 
destruction. 

"We  must  undertake  this 
effort  today  so  that  our 
nation  will  remain  strong 
and  secure  tomorrow, H Mr 
Clinton  said.  "We  must  do  it 
as  wall  because  we  have  the 
most  sacred  obligation  to 
those  who  accept  dangers 
and  hardships  on  our 
behalf.” 
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Microsoft  faces 
challenge  over 
Windows  access 

US  antitrust  trial  to  resume  with  call  from 
software  Industry  executive  for  court 
regulation  of  dominant  operating  system 


rod  tax  plai 
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By  Louisa  Kahoe 
in  San  FTandsco 


The  Microsoft  antitrust  trial 
Is  pet  to  resume  today  with  a 
battle  over  testimony  from 
the  US  government's  latest 
witness  - a software  indus- 
try executive  who  plans  to 
call  for  court  regulation  of 
Microsoft's  Windows  operat- 
ing system  business. 

Although  the  Washington- 
based  court  recessed  just 
before  Christmas,  legal  man- 
oeuvres continued  over  the 
holiday  season. 

,-f  In  written  testimony  sub- 
.^flitted  to  the  court  last 
V week,  wmiarn  Harris,  presi- 
dent and  chief  executive  of 
Intuit,  a California,  software 
company  best  known  for  its 
Quicken  personal  finance 
management  software,  pro- 
posed that  the  courts  ensure 
"operating  system  neutral- 
ity”. By  this  he  meant  mech- 
anisms to  ensure  equal 
access  to  the  dominant 
Microsoft  Windows  operat- 
ing system  for  all  developers 
of  personal  computer  soft- 
ware as  well  as  internet  pub- 
lishers and  services. 

Whether  or  not  Microsoft 
has  coerced  its  rivals 
through  its  alleged  monop- 
oly power  lies  at  the  heart  of 
the  case  brought  by  the  Jus- 
tice Department  and  20  Indi- 
vidual states. 

“Since  the  operating  sys- 
tem is  essential  for  comput- 
ing.-and  since  the  Windows 
' _ system  is  doml- 
Tt  would  be  benefl- 
f or  all  users  - both  con- 
sumers HTifl  companies  — to 
have  equal  access,"  Mr  Har- 
ris said. 

Operating  system  neutral- 
ity would  avoid  exclusionary 
and  discriminatory  behav- 
iour by  Microsoft,  he 
claimed. . Computing  had 
become  as  essential  as  elec- 
tricity and  telephone  ser- 
vices and  should  be  regu- 
lated much  like' these  public 
utilities,  he  proposed. 

Mr  Harris'  testimony 
comes  as  observers  of  the 
landmark  antitrust  trial  are 
beginning  to  debate  what 
“remedy"  the  US  govern- 
ment should  seek  if  it  wins 
its  case  against  Microsoft. 
Many  legal  experts  believe 
that  finding  an  effective  way 
« curtail  Microsoft's  alleged. 
Allying  tactics  without 
J^estroyinff  a company  that 
has  became  an  icon  of  US 
high  technology  success 
could  be  an  even  bigger  chal- 
lenge than  winning  the  hard- 
fought  case.  This  makes  Mr 
Harris’  proposal  critical  to 
the  government's  case. 
Microsoft  has  said  that  his 
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testimony  Is  out  of  order, 
since  it  comes  before  the 
company  has  bad  an  oppor- 
t unity  to  present  its  wit- 
nesses or  argue  its  defence. 

In  a stinging  rebuttal,  also 
issued  Just  before  the  New 
Tear  holiday,  Microsoft 
claimed  that  Mr  Harris’  testi- 
mony was  “rife  with  rank 
speculations.  . . and 
attempts  at  complex  legal, 
technical  and  economic  anal- 
ysis by  a witness  who  is  nei- 
ther an  attorney,  a software 
developer,  nor  an  econo- 
mist". 

Most  of  Mr  Harris’  testi- 
mony was  based  on 
“half-baked  analyses,” 
Microsoft  claimed.  The  idea 
of  operating  system  neutral- 
ity was  “an  entirely  new  and 
Irrelevant  concept  Mr  Harris 


‘Computing 
service  should  be 
regulated  in  same 
way  as  utilities* 


cooked  up  on  his  own". 
Microsoft  has  also  filed  a I 
legal  motion  seeking  to 
exclude  several  portions  of 
Mr  Harris*  written  testi- 
mony, nUrinrfng  that  the  doc- 
ument “reads. more  like  a i 
position  paper  written  by  a 
lawyer  representing  one  of 
Microsoft's  competitors  than 
the  direct  testimony  of  a 
. . . witness”. 

Judge  Thomas  Penfleld 
Jackson  may  rule  today  on 
Microsoft’s  motion  to 
evrfnria  portions  of  Mr  Har- 
ris’ written  testimony  before 
Microsoft’s  lawyers  begin 
their  cross-examination. 

Ironically,  Mr  Harris’  writ- 
ten submission  was 
prompted  by  the  unusual 
procedures  laid  down  by 
Judge  Jackson  in  his  efforts 
to  avoid  lengthy  courtroom 
testimony.  He  has  asked  wit- 
nesses to  make  written  sub- 
missions, rather  than  testify- 
ing in  court.  Tet  4m  Mr 
Harris  has  demonstrated, 
this  procedure  provides  ( 
opportunities  for  witnesses  i 
to  address  issues  well 
beyond  those  that  might  typ- 
ically. be  heard  In  the  court- 
room. 

Por  Microsoft  the  testi-; 
many  of  the  Intuit  executive ; 
represents  a strange  turn  of 
events.  In  1994,  Intuit  agreed 
to  be  acquired  by  Microsoft 
in  a move  that  both  compa- 
nies endorsed  publicly.  The 
merger  was  abandoned  only 
when  the  Justice  Depart- 
ment raised  objections. 


Storm 
wreaks 
havoc 
in  US 

By  Vkrtorf*  Grtfflft  to  Boston 


A ferocious  winter  storm 
paralysed  much  of  the  US 
this  weekend,  A foot-end-a- 
half  of  snow  blanketed  the 
city  of  Chicago  in  the  worst 
bUzsard  it  has  seen  since 
1978  and  winds  gusting  up  to 
55  miles  per  hour  created  8ft 
snowdrifts. 

The  weather  wreaked 
havoc  with  US  air  flights  on 
one  of  the  busiest  travel 
days  of  tbs  year,  Chicago’s 
O’Hara  Tmtomatitywal  - cmo 
of  ttte  largest  air  hubs  in  the 
country  - Blurt  down  an  Sat- 
urday, as  did  airports  in 
Indianapolis,  Milwaukee  and 
South  Band. 

in  a rimrrirm  effect,  cancel- 
lation* and  flight  delays 
spread  across  the  country. 
TWA  cancelled  nearly  400 
flights  out  of  its  St  Louis 
headquarters.  Northwest 
Airlines  dropped  150  flights 
nationwide. 

The  Greyhound  bus  com- 
pany cancelled  aU  travel  in 
Indiana.  Fifty  cities  in  Indi- 
ana declared  snow  emergen- 
cies, hawrHng  nil  unneces- 
sary travel  Airlines  said 


CNeaao  dty  staff  worithrwriehly  y*if  rdey  to  dur  the  w— kind  now 
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they  might  not  get  their 
flights  completely  back  on 
schedule  until  today  or  even 
tomorrow. 

The  storm  spread  to  the 
east  oust  on  Saturday  night 
Ice  forced  Newark  Interna- 
tional Airport  to  dose  for  a 
short  time.  Freezing  rain 
caused  power  outages  across 
the  south.  Slicks  on  roads 
triggered  an  accident  involv- 
ing 50  cars  In  New  Jersey, 
and  drove  a bus  headed  for 
an  Atlantic  City  wwiwn  off 
the  road.  Flooding  caused  a 
number  of  communities  in 
Florida  to  abandon  their 
homes.  At  least  a dozen 
deaths  nationwide  were 
blamed  on  tbs  weather. 

Chicago  has  not  seen  such 


bad  weather  since  the  bliz- 
zard of  1978,  when  2ft  of 
snow  covered  the  city  and 
left  it  paralysed  for  days. 

*TY)TnmnrHr-CTHnn  toiq  better 
this  time,  though.”  said  Gil- 
bert Washington,  a South 
Bend  hospital  chaplain.  “We 
knew  about  it  well  ahead  of 
time,  so  we  could  stock  up.” 
So  many  people  got  the  mes- 
sage, in  feet,  that  Midwest 
shoppers  spent  Friday  fight- 
ing over  food  at  local  super- 
markets. Mr  Washington 
said  his  wife  managed  to 
grab  the  last  loaf  of  bread 
from  tiie  shelf  at  their  local 
store. 

Efforts  to  dear  the  roads 
in  the  Midwest  were  ham- 
pered by  gusting  winds. 


While  most  highways  were 
open  yesterday  in  Indiana, 
nearly  all  sideroads 
remained  Impassable.  The 
US  Postal  Service  cancefled 
mall  delivery  on  Saturday 
throughout  much  of  the 
state.  Even  the  Swiss  Valley 
aid  resort  in  Michigan  Chut 
Its  doors  as  staff  became 
stranded  and  lifts  become 
Inoperable. 

Not  everyone  was  upset  by 
the  weather.  Children  in 
many  Midwest  communities 
were  looking  forward  to  an 
extra  holiday,  as  many 
schools  cancelled  classes 
today.  "WeTe  planning  to 
take  the  kids  sledding said 
Natasha  Jones,  an  Indlan- 
spohs  resident 


Mexico  faces 
price  rise  as 
subsidy  goes 


By  Hmry  Woka  to  Motto  CHjr 

Under  severe  budgetary 
pressure,  the  Mexican  gov- 
ernment has  scrapped  its 
last  remaining  control  on 
food  prices  - a nationwide 
subsidy  on  tortillas,  the 
country’s  con  staple,  which 

WBS  atfoiatad  to  float  Him  K 

year. 

The  decision  to  and  the 
subsidy  effectively  pushed 
up  tortilla  prices  from  3 
pesos  to  4 pesos  (40  cents) 
per  kilogramme,  fanning 
inflationary  pressures  in 
Mexico  already  kindled  by 
higher  petrol  and  diesel 
prices. 

But  the  trade  ministry, 
which  abolished  the  price 
support  on  January  1,  said  It 
would  redirect  the  subsidy 
to  Increase  the  amount  of 
free  tortillas  distributed  to 
the  very  poor. 

Sonne  Mericf*!  fami- 
lies whose  collective  income 
Is  no  more  than  68  pesos 
(1690)  a day  receive  tortffla 
handouts.  Many  more  poor 
Mexicans  who  earn  only 
slightly  more  will  be  hit  by 
the  latest  price  increase.  But 
It  will  enable  the  govern- 


ment to  stop  providing  subsi- 
diee  to  the  rich. 

The  trade  ministry  said 
the  aUwriMtinn  of  the  sub- 
sidy would  help  preserve 
40,000  tortilla-producing 
establishments,  which  have 
protested  they  were  cm  the 
brink  of  bankruptcy  because 
of  price  controls. 

But  it  will  also  stoke  Infla- 
tion, According  to  a recent 
central  bank  survey  of  86 
private  sector  economists, 
the  consumer  price  index 

this  year  Is  expected  to  rise 
1692  per  cent,  waU  shove  the 
government's  13  per  cunt  tar- 
get, although  below  last 
year's  exported  increase  of 
163  per  cent 

The  upward  trend  has 
Increased  pressure  on  Gtdl- 
larmo  Ortis.  the  central  bank 
chief,  to  prove  hte  inflation- 
fighting  mettle  after  a che- 
quered first  year  In  office. 

“The  Important  thing  la  to 
regain  your  credibility  and 
to  do  that  you  need  to  gat 
closer  to  your  targets,”  erne 
central  bank  official 
acknowledged  recently.  Mr 
Ortiz  "knows  the  central 
bank  needs  to  deliver  la 
1899”. 


HAV€  A 
PROSPCROUS 
N€W  Y€AR. 
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AIR  PATROLS  IRAQ  VOWS  RESISTANCE 

No-fly  zones 
illegal,  says 
Saddam 


By  Route  Khalaf  in  Baghdad 

Iraqi  President  Saddam 
Hussein  yesterday  attacked 
the  northern  and  southern 
no-Oy  zones  as  Illegal"  and 
said  his  people  would  resist 
them. 

Mr  Saddam's  first  com- 
ments on  the  no-Oy  zones 
above  Iraq  patrolled  by  US 
and  British  warplanes  came 
as  diplomats  in  Baghdad 
confirmed  that  Iraq  wanted 
the  United  Nations  humani- 
tarian mission  in  the  coun- 
try to  stop  employing  US 
and  British  citizens. 

Iraq  has  informed  the  UN 
that  it  will  not  renew’  visas 
for  US  and  British  workers 
on  the  oil-for-food  deal  in 
Iraq  and  will  not  issue  new 
entry  permits  for  employees 
coming  back  from  holiday. 

According  to  diplomats  in 
Baghdad,  Iraq  said  the  move 
was  prompted  by  concern 
oveT  the  workers'  safety,  fol- 
lowing last  month's  US  and 
British  raids  on  the  country. 
But  it  will  be  interpreted  as 
retaliation  against  the  US- 
led  military  strikes  and  as 
another  way  far  Baghdad  to 
defy  Washington  and  Lon- 
don. 

Last  week.  Iraq  said  it 
would  not  recognise  the 
northern  and  southern  no-Oy 
zones  and  fired  at  US  and 
British  warplanes  patrolling 
the  regions.  Mr  Saddam  said 
yesterday  the  exclusion 
zones  were  “flagrant  and 
clear-cut  violations  of  inter- 
national laws,  accords  and 
norms,  particularly  the  UN 
charter". 

AI  Thawra,  the  ruling 
Ba'ath  party's  newspaper, 
predicted  yesterday  that 
after  a pause  for  the  New 
Year,  the  US-lraqi  confronta- 
tion could  escalate. 

Speaking  at  a cabinet 
meeting,  Mr  Saddam  accused 
Arab  leaders  who  sought  a 
postponement  of  an  Arab 
League  foreign  ministerial 
meeting  as  “traitors"  who 
were  implementing  the 


design  of  Iraq's  aggressors. 
The  meeting  on  Iraq,  called 
by  Yemen,  was  originally 
scheduled  for  last  week,  but 
has  been  moved  to  January 
24.  Mr  Saddam  said  the  post- 
ponement was  designed  to 
drown  out  the  Iraqi  question 
and  add  other  issues  to  the 
meeting's  agenda. 

Iraqi  officials  yesterday 
refused  to  comment  on  the 
granting  of  visas  of  UN 
humanitarian  workers. 
George  Somerwill.  spokes- 
man for  the  UN  humanitar- 
ian office  in  Baghdad,  would 
only  say  that  his  office  had 
received  nothing  in  writing. 

But  diplomats  said  UN 
officials  were  holding  talks 
with  the  Iraqis  In  an  attempt 
to  convince  them  to  reverse 
their  decision.  The  Iraqi 
move,  said  diplomats,  would 
set  a dangerous  precedent 
for  the  Iraqi  mission  as  well 
as  for  other  UN  missions. 
The  UN  may  also  become 
concerned  about  the  safety 
of  employees  of  other  nation- 
alities. 

It  is  believed  that  the  Iraqi 
decision  will  affect  no  more 
than  20  employees  - most  of 
them  British  - out  of  more 
than  500  UN  workers 
involved  in  the  oil-for-food 
programme,  which  allows 
Iraq  to  sell  limited  quantities 
of  oil  to  buy  humanitarian 
goods.  UN  observers  ensure 
that  food  ts  distributed 
equally  to  the  Iraqi  popula- 
tion. 

During  the  raids  the  UN 
withdrew  most  staff  from 
Baghdad  but  left  those  in  the 
north.  The  staff  returned 
three  days  later. 

Mr  Somerwill  said  another 
19  staff  were  returning  to 
Baghdad  yesterday  from  hol- 
iday. He  declined  to  say 
whether  they  included 
Americans  or  Britons. 

“These  people  are  return- 
ing from  their  leave,"  he 
said. 

“I  do  not  envisage  any 
problem  with  their  return." 


FINANCIAL  TIMES  MONDAY  JANUARY  4 »99 


INTERNATIONAL 


Yemen  admits  to  shortcomings 
over  warnings  to  embassies 

The  government  was  aware  of  increased  terrorist  activity  several 
days  before  tourist  kidnappings,  writes  Robin  Allen 


Atop  Yemeni  government 
official  has  conceded 
that  the  country  foiled 
to  warn  foreign  embassies 
that  terrorist  activity  was 
being  stepped  up  in  the 
south  of  the  country  - even 
though  it  was  aware  of  such 
activity  several  days  before 
the  kidnapping  of  western 
tourists  in  which  four  subse- 
quently died. 

The  Aden-Abyan  Islamic 
Army  claimed  responsibility 
for  the  kidnappings  which 
took  place  last  week  and 
were  ended  by  a fatal 
shoot-out  with  security 
forces. 

Although  the  government 
says  it  arrested  terrorists  in 
Aden  the  previous  week  and 
kept  the  Islamic  extremists* 
training  camps  in  the  Mudi- 
yah  area  of  the  southern 
Abyan  province  under  “sur- 
veillance". the  official, 
speaking  on  condition  of 
anonymity,  acknowledged 
the  government  did  nothing 
to  warn  western  embassies 
to  Increase  security  or  tour 
operators  to  stay  away  from 
hazardous  areas. 

As  the  kidnapping  survi- 
vors flew  out.  teams  from 
the  FBI  and  Britain's  special 
branch  flew  in  to  seek 
co-operation  from  the  gov- 
ernment In  pursuing  their 
own  investigations. 

Within  24  hours  the  FBI, 
said  it  had  evidence  the 
extremists  were  trained  in 
camps  run  by  Saudi-born 


Osama  fain  Laden.  But  senior 
Yemeni  officials  say  the  real- 
ity behind  the  terrorists' 
training  camps  and  financ- 
ing is  much  more  complex. 

According  to  the  senior 
official  who  Is  close  to 
Abdul- Karim  Al-Iryani,  Yem- 
en's prime  minister,  the 
Islamic  Army,  now  number- 
ing several  hundred,  origi- 
nated along  with  many  other 
groups  in  southern  Yemen 
some  15  years  ago. 

Police  security 
was  dropped  just 
before  attack 
on  tourists 


The  groups  emerged  partly 
in  response  to  the  persecu- 
tion of  Islamic  traditionalists 
by  successive  Soviet-hacked 
Marxist  governments.  Many 
went  on  to  fight  the  former 
Soviet  Union  in  Afghanistan. 

The  various  groups, 
known  by  the  generic  name 
of  Islamic  Jihad  and  active 
in  other  countries,  were 
financed,  and  continue  to  be 
sponsored,  by  Saudi  and 
Gulf  Arab  governments, 
either  directly  or  through 
“charitable"  organisations 
set  up  or  indirectly  spon- 
sored by  senior  members  of 
Gulf  ruling  families  and  mer- 
chants. Their  motives  vary 


from  persona]  commitment 

to  the  Moslem  activists; 
antipathy  to  perceived  US-Is- 
raeli  collusion  against  the 
Arab  community  In  general 
and  Iraqis  and  Palestinians 
in  particular,  or,  in  the  case 

of  Gulf  governments,  buying 
insurance  to  protect  them- 
selves against  terrorist  activ- 
ity. 

Southern  Yemeni  observ- 
ers, who  are  sensitive  to  the 
charge  that  traditional  Mos- 
lems suffered  during  the 
Marxist  era  up  to  1989.  insist 
these  activists  originated  not 
In  the  south,  but  in  Sa'da  in 
the  extreme  north  of  Yemen. 

After  the  end  of  the  1994 
Yemen  civil  war,  between 
8,000  and  10.000  individuals 
of  Islamic  Jihad,  including 
the  future  Islamic  Army, 
installed  themselves  in  two 
areas  with  president  All 
Abdullah  Saleh’s  blessing  - 
around  Ibb  in  northern 
Yemen,  and  Mudlyah  in 
Abyan  province. 

The  Islamic  Army  and 
affiliated  groups  first  used 
violence  against  defeated 
southerners.  Bui  the  govern- 
ment only  started  to  take 
action  after  pressure  from 
the  US  to  deport  extremists. 
This  became  particularly 
pronounced  after  the  start  of 
ongoing  talks  for  the  US 
Navy  to  lease  focilities  at  a 
renovated  Aden  port. 

In  retaliation,  the  Islamic 
Army  started  attacking  gov- 
ernment installations.  The 


Osama  bin  Laden:  FBI  dainra  he  trained  extremists 


government  arrested  many 
individuals.  including 
Mohammad  Haider  Al  Atwi, 
whose  release  was  demanded 
by  Abu  AI-Hassan,  the 
leader  of  last  week's  group 
of  kidnappers.  But  the  gov- 
ernment still  allowed  the 
Islamic  Army  its  training 
camp  at  Mudiyah. 

TOn  days  ago.  according  to 
General  Mohammed  Turik. 
head  of  security  for  Aden, 
seven  terrorists  were 
arrested  in  Aden  with  explo- 
sives and  plans  to  blow  up 
the  church  at  Tawahi,  a 
hotel  and  the  British  consul- 
ate. Those  detained  were 
three  Yemenis,  three  British 
nationals  of  Pakistani  origin 
and  one  Algerian  holding  a 
French  passport.  According 
to  Independent  observers  in 


Aden,  the  British  and 
French  passports  were 
forged. 

The  authorities  did  not 
inform  any  western 
embassy.  According  to  West- 
ern diplomats  the  authori- 
ties were  so  unconcerned 
that  police  security  for  the 
tour  group  was  dropped  last 
Tuesday,  just  before  the 
attack  at  Mudiyah. 

The  government  only 
reacted  when  Abyan  secu- 
rity forces  received  word 
from  Abu  Al-Hassan  that  the 
tourists  had  been  abducted 
and  that  one  would  be  shot 
every  two  hours  unless  the 
Islamic  Army  prisoners  were 
released  by  ipm.  With  no 
time  left,  the  security  forces 
immediately  attacked. 


Bin  Lad&) 
in  shift  on; 
embassy  . 
bombings 


Osama  bin  Laden,  the  exiled 
Saudi  billionaire,  appears  to, 
admit  in  a Time 
interview  that  he  instigated 
the  terrorist  bombing  of  two 
US  embassies  in  Africa,  AP 
reports  from  New  York, 

The  interview  seems  to  be 
the  closest  that  Mr  bin 
Laden  has  come  to  admitting 
a role  in  the  .macks.  He  has 
previously  denied  any  rote.- 

Time  said  the  interview 
was  conducted  on  December 
22  at  Mr  bin  Laden's  secret 
encampment  in  Afghanistan. 
He  was  specifically  asked  if 
he  was  responsible  for  the 
embassy  attacks,  and  he 
couched  his  response  tn  reli- 
gious references  - as  he  did 
with  most  questions. 

“If  the  instigation  for 
Jihad  [holy  war)  against  the 
Jews  anil  the 
Americans ...  is  considered 
a crime,  then  let  history  be  a 
witness  that  i am  a crimi- 
nal." Mr  bin  Laden  said, 
“Our  job  is  to  instigate,  and 
by  the  grace  of  God,  we  did 
that,  and  certain  people 
responded  to  this  instiga- 
tion." 

However,  in  a Newsweek 
interview  conducted  the 
same  day.  Mr  bin  Laden  said 
he  had  no  connection  to  the 
embassy  bombings  in  Kenya 
and  Tanzania  that  killed  224 
people,  including  12 
Americans  an  August  ~ last 
year.  “1  did  not  oitier  them 
but  was  very  glad  for  what 
happened  to  the  Americans 
there."  Newsweek  quoted 
him  as  saying. 
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IMF  could  become  world  ‘lender  of  last  resort’ 


Bigger  central  bank 
reserves,  more  transparent 
financial  systems  and  an 
enhanced  role  for  the  Inter- 
national Monetary  Fund  are 
possible  responses  to  last 
year’s  financial  crises,  a 
senior  IMF  official  said  yes- 
terday, Renters  reports  from 
Washington. 

Stanley  Fischer,  IMF  first 
deputy  managing  director, 
said  countries  with  large 
reserves  had,  by  and  large, 
coped  better  with  the  tur- 


moil than  those  with  smaller 
ones,  and  this  was  likely  to 
prompt  countries  to  rethink 
their  reserve  policy. 

But  efforts  by  emerging 
market  economies  to  create 
current  account  surpluses  to 
build  up  reserves  could  have 
a deflationary  impact  on 
the  world  economy,  he 
said. 

The  text  of  his  remarks, 
prepared  for  delivery  at  the 
American  Economic  Associa- 
tion id  New  York,  was 


released  in  Washington  in 
advance.  “While  volatility 
and  contagion  will  always  be 
with  us.  we  can  surely  do 
better  in  reducing  the  fre- 
quency and  intensity  of 
emerging  market  financial 
crises,  and  the  extent  of  con- 
tagion, than  we  have  in 
the  last  five  years,"  he 
said. 

The  IMF  admits  it  was 
caught  by  surprise  at  the 
speed  with  which  national 
financial  problems  spread. 


and  at  the  way  in  which  a 
crisis  which  started  18 
months  ago  in  Thailand 
became  a plague  infecting 
almost  all  the  developing 
world. 

Economic  output  is  slow- 
ing around  the  world, 
although  the  IMF's  last 
World  Economic  Outlook, 
released  last  month,  still 
sees  world  growth  of  2.2  per 
cent  this  year. 

Mr  Fischer  expected  fewer 
pegged  exchange  rates  In  the 


future  as  countries  drew  les- 
sons from  problems  in  Asia. 

“The  virulence  of  the 
recent  crisis  is  likely  to  shift 
the  balance  towards  the 
choice  of  more  flexible 
exchange  rate  systems, 
including  crawling  pegs  with 
wide  bands."  he  said. 

The  IMF  could  build  on  its 
latest  experiences  to  become 
an  International  lender  of 
last  resort  - like  a national 
central  bank  which  can  pro- 
vide unlimited  funds  to  a 


bank  which  has  short-term 
problems  and  can  provide 
collateral,  ‘i  would  argue 
that  the  international  Mone- 
tary Fund,  although  it  is  not 
an  international  central 
bank,  has  undertaken  cer- 
tain important  lender  of  last 
resort  functions  in  the  cur- 
rent system  - and  that  role 
can  be  made  more  effective 
in  a reformed  international 
financial  system,"  he  said.  , 

Soros'  personal  view,  Page  18  £ 


Hunton  & Williams 

congratulates  Telekomunikacja  Polska  SA  on 
the  conclusion  of  three  important  transactions 


$930  million  initial  public  offering  of  equity  by  the 
State  Treasury,  including  the  listing  of  TPSA  Global 
Depositary  Receipts  on  the  London  Stock  Exchange, 

Schraders,  global  coordinator  and  bookrunner 

$250  million  loan  syndication 

Citibank  and  Dresdner  Bank  Luxembourg,  lead  arrangers 

$1  billion  bond  issue 

JP  Morgan  & Co.,  Salomon  Smith  Barney,  joint  lead  managers 

Hunton  & Williams  provided  legal 
advice  to  TPSA  on  these  transactions. 


Hunton  & Williams 
Poland  Sp.  z o.o. 

uL  Bagatela  I4t  Vp,+  00-585  Warsaw,  Poland 
Phone:  (48-22)  690  61  00  ♦ Fax:  (48-22)  621 83  94  • Internet:  umm\  hunton.  com 

Warsaw  ♦ Brussels  • Hong  Kong  • Bangkok  ♦ New  York  ♦ Washington  ♦ Atlanta 
Fairfax  ♦ Knoxville  * Norfolk  ♦ Charlotte  ♦ Raleigh  ♦ Richmond 
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. ; news  digest^ 

■ IWT™ATH)NAL  football  finals 

Call  for  soccer  world  cup 
to  be  held  every  2 years 

***  lntBmationaJ  Association 

(R?’  yestwday  for  the  Worid 
Cup  finals  to  be  played  every  two  years. 

Mr^Jerwwns  jo  improve  the  status  <rf  international 
finab  h exh  even-numbered  year 
S? ^ tott79  Frfa  executive  committee, 
which  is  studying  it  "1  am  demanding  a dear  statement 
P?i^Je,warrt.  national  teams  or  do  we  only  want  club  foot- 
SrfiTa??’ J01®  ?cistinfl  foor-yearty  tournament  is 
out-of-date.  It  dates  from  the  1930s.  when  teams  chugged 
from  one  continent  to  another  on  ships  * 

Mr  Better's  plan  woufd  see  qualification  for  the  finals 
take  place  in  odd-numbered  years  when  national  teams 
would  take  part  in  continental  tournaments. 

The  existing  system  of  qualification  for  the  world  finals, 
where  teams  play  International  matches  in  groups  over  the 

pitaUM  I te  l€adin9  ** 10  actual  toumament’ 

■*  Mr  Blatter,  who  was  elected  Flfa  president  last  June, 
said  his  proposals  were  a reaction  to  media  tycoons 
across  Europe,  including  Italy's  Silvio  Berlusconi,  who  are 
pressing  for  a European  super  league  of  top  clubs.  He 
said  he  was  afraid  that  if  the  league  went  ahead,  dubs 
would  be  unwilling  to  release  their  International  stare.  A 
competition  every  two  years  would  give  national  teams  the 
■status  they  deserve'.  PA 

MARION  BARRY  BOWS  OUT 

New  mayor  for  Washington 

Washington  D.C.  has  sworn  in  a new  mayor,  ending  two 
decades  of  controversial  politics  under  the  leadership  of 
Marion  Barry,  who  earned  worldwide  headfines  when  he 
was  caught  smoking  crack  cocaine. 

On  his  first  day  on  the  job  as  Mr  Barry's  successor, 
Anthony  Williams,  a self-described  “bean  counter"  with  a 
r Jenchant  for  bow  ties,  called  for  an  efficient,  innovative 
.government  with  a “real  sense  of  community”  in  the  US 
ypapltal. 

Mr  Barry  earned  an  earthy  reputation  during  his  mayor- 
alty. A 1960s  dvil  rights  activist,  masterful  politician  and 
self-admitted  “night  owl",  he  was  caught  smoking  crack 
cocaine  in  a 1990  FBI  sting  operation.  After  serving  six  . 
months  in  prison,  Mr  Barry  returned  to  politics  by  being 
elected  to  the  city  council.  He  then  won  a fourth  four-year 
term  as  mayor  in  1994. 

But  with  foe  city  mired  in  debt,  services  almost  non-ex- 
istent and  crime  rampant,  Congress  In  1995  created  an 
oversight  board  and  eventually  stripped  Mr  Barry  of  aU  but 
ceremonial  duties.  Mr  Williams,  whom  Mr  Barry  had 
appointed  as  the  city's  independent  chief  financial  officer, 
trounced  a field  of  veteran  local  politicians  in  last  Novem- 
ber's election.  Mr  Barry  had  decided  not  to  seek  a fifth 
term  as  mayor.  Reuters,  Washington 


INDONESIAN  UNREST 

Protesters  clash  with  police 

. pit  least  six  people  were  reported  (tilled  In  Indonesia's 
fesceh  province  yesterday  when  security  forces  clashed 
jfvrth  demonstrators  who  set  fire  to  government  buildings, 
witnesses  said. 

Aceh's  police  chief,  Colonel  Juhamus  Wradanata,  said 
security  forces  fired  warning  shots  to  disperse  the  crowds. 
He  could  not  confirm  a report  from  a human  rights  activist 
who  said  six  bodes  were  found  at  the  scene  of  the  vio- 
lence. 

On  Saturday  evening,  some  800  people  rioted  tn  Indon- 
esia's second  city,  Suraybaya,  torching  a police  station 
and  shops  after  a man  died  In  police  custody.  The  man 
had  been  accused  of  breaking  into  shops.  Police  denied 
he  had  been  tortured  and  said  he  died  of  his  injuries. 
Reuters,  Jakarta 


CYPRUS  MVERNMBIT 

Socialists  leave  coalition 

The  sodafist  junior  partners  In  Cyprus’  governing  coalition 
have  pulled  out  of  the  administration  because  of  the  can- 
cellation of  plans  to  depkry  Russian  anti-aircraft  missiles 
foe  divided  island. 


UN  ‘must  continue  efforts  in  Angola’ 


By  Hark  Tvmr  in  Nairobi 

; The  United  Nations  must  not 
pull  out  of  Angola  despite 
the  recent  Increase  in  hostili- 
ties and  the  shooting  down 
of  two  UN-chaptered  aircraft, 
Issa  Diallo,  the  UN’s  special 
representative  to  the  coun- 
try, said  yesterday. 

“We  cannot  afford  that.” 
Mr  Diallo  told  the  Financial 
Times.  “The  population  of 
Angola  does  not  deserve  it: 
we  will  be  judged  by  his- 
tory.” 

Drawing  a parallel  with 
events  in  Rwanda  in  1994,  he 


said  that  the  international 
community  had  an  obliga- 
tion to  provide  humanitarian 
assistance  to  ordinary  Ango- 
lans, and  said  it  should  con- 
tinue to  push  for  dialogue 
between  the  country’s  gov- 
ernment and  Unita  rebels. 

His  comments  came  the 
day  after  a second  UN  cargo 
aircraft  in  just  over  a week 
came  down  near  the  embat- 
tled central  highlands  town 
of  Huambo,  with  eight 
people  on  board.  The  South 
African-owned  C-130  had 
been  trying  to  move  UN  staff 
to  safety. 


KoE  Annan.  UN  secretary- 
general,  expressed  “outrage” 
at  the  event,  and  has  reiter- 
ated calls  for  an  “immediate 
ceasefire”  to  allow  a search 
and  rescue  operation,  and 
for  personnel  in  Huambo  to 
be  relocated  away  from  the 
fighting. 

The  fate  of  the  14  passen- 
gers on  the  C-130  cargo  air- 
craft which  crashed  on 
December  26  remains 
unclear,  even  though  the 
wreckage  was  located  last 
week.  The  Angolan  military 
has  accused  Unita  of  holding 
them  hostage  but  Unita 


denies  any  knowledge  of 
their  whereabouts. 

The  Angolan  government 
said  on  Friday  it  would  co- 
operate with  UK  efforts  to 
search  for  passible  survivors 
but  the  territory  around  the 
crash  is  believed  to  be  in 
rebel  hands.  Unita  says  it 
has  received  no  formal 
request  for  help. 

The  growing  risk  to  UN 
staff,  and  the  apparent 
breakdown  of  the  1994 
Lusaka  peace  protocol  since 
full-scale  fighting  began  in 
early  December,  have  added 
to  doubts  about  the  presence 


of  international  observers  in 
the  country. 

Mr  Diallo.  nonetheless,  is 
adamant  that  the  UN  has  a 
continuing  role  to  play,  and 
that  peace  remains  feasible. 
“Despite  recent  events,  the 
Lusaka  protocol  is  a good 
compromise.”  he  said. 
“Today  we  have  a constitu- 
tion that  allows  a 
multi-party  system,  a 
government  of  national 
unity,  and  an  integrated 
army." 

Acknowledging  that  condi- 
tions were  making  it  increas- 
ingly difficult  for  the  UK  to 


fulfil  its  mandate  - to  over- 
see the  implementation  of 
the  peace  accord  - Mr  Diallo 
said  that  the  international 
community  had  the  strength 
to  enforce  compliance  if  it 
wished. 

“The  United  Nations  still 
has  enough  strength  tn  rein- 
force sanctions,  to  request  a 
ceasefire.”  he  said.  The  UN 
Security  Council  has  asked 
Mr  Annan  to  make  recom- 
mendations on  the  future 
role  of  UN  peace  monitors  in 
Angola  by  January  IS.  for  a 
mid-term  review  of  its  cur- 
rent mandate. 


Sierra  Leone  peace  hopes  prove  premature 


By  Wffliaai  Waite  in  Lagos 

When  troops  from  the  west 
African  intervention  force 
stormed  into  Freetown,  the 
Sierra  Leone  capital,  last 
March  overthrowing  the  mil- 
itary junta  and  restoring  the 
elected  government,  hopes 
were  high  that  one  of  the 
continent's  nastiest  wars 
was  coming  to  an  end. 

In  the  past  two  weeks  that 
optimism  bay  proved  hope- 
lessly premature.  Rebels  of 
the  Revolutionary  United 
Front  and  soldiers  loyal  to 
the  ousted  junta  have  once 


again  brought  the  war  to  the 
outskirts  of  the  crowded  cap- 
ital. 

The  intervention  force 
failed  to  hold  its  ground 
while  rebels  captured  their 
north-western  headquarters 
at  the  town  of  Makenl  and 
went  on  to  attack  towns  and 
villages  around  Freetown. 

The  ' evacuation  over 
Christmas  of  foreign  nation- 
als added  to  the  panic,  as  did 
a statement  by  a United 
Nations  envoy  that  the  reb- 
els - who  have  attacked  and 
mutilated  civilians  and  terri- 
fied them  into  supporting 


their  cause  - had  gained 
control  of  half  the  impover- 
ished country. 

In  the  past  week,  Nigeria; 
which  dominates  the  inter- 
vention force,  has  poured  in 
at  least  7,000  additional 
troops,  according  to  spokes- 
men and  officers,  who  said 
they  aimed  to  bring  the  total 
force  up  to  around  20,000. 

That  would  make  Nigeria's 
own  commitment  around  a 
quarter  of  its  army.  Tradi- 
tional hunting  wdiities  have 
fought  alongside  the  inter- 
vention force,  proving  them- 
selves the  only  native  fight- 


ers consistently  loyal  to 
President  Ahmed  Tejan  Kab- 
bah's government 

Since  the  arrival  of  Niger- 
ian troop  reinforcements,  the 
momentum  appears  to  have 
swung  back  in  the  interven- 
tion force's  favour,  with  sev- 
eral rebel  attacks  repelled 
with  plans  afoot  for  an  offen- 
sive to  retake  MakcnL  The 
long-term  ability  of  the  inter- 
vention force  to  bring  a mili- 
tary solution  to  Sierra 
Leone’s  eight-year  civil  war. 
however,  looks  decidedly 
shaky. 

The  latest  upsurge  in 


fighting  coincides  with  a 
deepening  economic  crisis  tn 
Nigeria  with  the  1999  budget 
forecasting  a 34  per  cent 
drop  in  revenues  due  to  the 
collapsed  price  of  oil.  the 
country’s  principal  source  of 
foreign  exchange  earnings. 

A senior  Sierra  Leone 
official  acknowledged 
concern  that  it  will  be 
harder  for  an  elected  civilian 
government  - due  to  replace 
Nigeria's  military  leadership 
by  May  this  year  - to  justify 
the  cost  in  spending  and 
lives. 

“When  the  politicians  take 


over  there  are  definitely 
going  to  be  more  questions.” 
he  smd.  He  argutx]  that  this 
made  the  task  of  finding  an 
enticing  formula  fur  the 
surrender  of  rebels  aU  the 
more  critical. 

Sierra  Leone  of  finals 
complain  that  western 
support  promised  for  the 
demobilisation  of  soldiers 
and  rebels  :ind  the 
reformation  uf  a national 
army  has  been  woefully 
inadequate.  They  also  claim 
fighters  from  neighbouring 
Liberia  are  swelling  rebel 
ranks. 
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e government  and  so  our  departure  should  be  consid- 
ered a fact,”  said  Vassos  Lyssarides,  socialist  leader, 
speaking  after  a meeting  of  his  Edek  party.  The  move 
does  not  endanger  the  present  administration,  which  Is 
based  on  a presidential  system,  but  does  mean  a cabinet 
reshuffle. 

Glafkof  derides,  president  of  Cyprus,  last  Tuesday 
agreed  not  to  deploy  the  S-300  missiles  on  Cyprus  and 
Instead  negotiate  to  place  them  on  foe  Greek  Island  of 
Crete.  The  move  followed  intense  international  pressure  to 
defuse  a potentially  explosive  dispute  with  Turkey  over  the 
missiles.  Reuters,  Nicosia 


BASCHJEJHHJTICS 

Nationalists  boycott  ceremony 

A boycott  by  radical  Basque  nationafists  of  the  weekend 
Inauguration  of  the  Basque  government’s  new  chief  minis- 
ter has  underlined  foe  complexity  of  the  Spanish  region’s 
fledgling  peace  process  following  a ceasefire  declared  in 
September  by  foe  outlawed  separatist  organisation  Eta. 

Juan  Jos6  I barrette,  a member  of  the  mainstream 
Basque  Nationalist  party  (PNV).  was  elected  last  week  with 
Crnandate  to  negotiate  a peace  agreement  among  Basque 
ij^rttes  thanks  to  the  votes  of  Euskal  Hemtarrok  (EH),  or 
Basque  Citizens,  a political  coalition  becked  byEta. 

But  EH  boycotted  the  ceremony,  saying  that  the  event 
reflected  partition  of  the  Basque  country  they  are  trying  to 
create  end  that  Mr  (barrette  was  not  the  chief  minister  of 
all  Basques.  Radical  nationalists  seek  a greater  Basque 
nation,  which  incorporates  foe  adjoining  province  of 
Navarre  and  ethnic  Basque  areas  across  foe  border  in 
south-west  France.  Tom  Bums,  Madrid 
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Bomb 


By  Farhan  Bokhan  in  Islamabad 

A powerful  bomb  blast 
outside  Lahore  yesterday 
which  claimed  four  lives, 
triggered  fresh  concern  over 
the  security  of  Nawaz  Sharif, 
the  Pakistani  prime  minis- 
ter. 

The  blast  blew  up  a bridge 
near  ftaiwind,  a suburb  of 
Lahore,  shortly  before  Mr 
Sharif  was  due  to  drive  over 
it.  The  explosion  killed  three 
men  walking  along  the  road 
and  a police  inspector  who 
was  among  those  making 
security  arrangements  ahead 
of  Mr  Sharif's  journey. 


sparks  fears 


Mr  Sharif  s family  owns  a 
farm  in  Raiwind,  which  is 
widely  known  as  Mr  Sharif’s 
weekend  retreat.  Officials 
said  that  Mr  Sharif  was  due 
to  drrte  over  the  bridge  on 
bis  way  to  the  farm  yester- 
day. 

No  one  claimed  response-  ' 
bility.  Police  officials 
described  the  blast  as  an 
"act  or  terrorism”,  an 
implicit  reference  to  an 
assassination  attempt 

"Obviously  it  was  target- 
ing the  person  of  the  prime 
minister.1*  said  Mushahid 
Hussain,  the  government 
information  minister.  "The 


government  has  taken  strin- 
gent measures  to  root  out 
terrorism  and  this  incident 
has  further  strengthened  our 
determination  to  fight 
against  this  menace.” 

Some  officials  blamed 
activists  belonging  to  Kara- 
chi's Mohajir  Qaumi  Move- 
ment (MQM).  However,  ana- 
lysts said  it  was  too  early  to 
hold  any  particular  group  or 
individual  responsible. 

Mr  Sharif  s ruling  Pakis- 
tan Moslem  League  (PML) 
broke  ranks  with  the  MQM 
in  the  southern  province  of 
Sindh  in  October,  after  run- 
ning a coalition  government 


for  Sharif  s safety 


for  20  months.  The  break 
mwip  after  the  killing  of  a 
former  provincial  governor 
of  Sindh.  Government  inves- 
tigators alleged  that  the  sus- 
pects subsequently  arrested 
were  MQM  activists. 

The  MQM  has  denied  its 
involvement  in  terrorism, 
including  the  killing  that 
caused  the  break.  However, 
government  officials  say 
that  the  MQM,  which  is 
headed  by  Altai  Hussain 
who  is  exiled  in  London,  has 
trained  its  activists  in  the 
use  of  firearms  and  explo- 
sives in  an  effort  to  combat 
paramilitary  and  police 


troops  used  in  Karachi,  the 
provincial  capital. 

Yesterday’s  blast  comes  as 
Mr  Sharif  faces  an  uphill 
task . in  restoring  political 
stability  in  the  country, 
despite  the  PML’s  large 
majority  in  parliament 

During  his  two-year  rule, 
Mr  Sharif  has  appointed  a 
president,  a supreme  court 
chief,  justice  and  a military 
chief,  of  his  own  choice  in  an 
effort  to  make  his  position 
unassailable. 

However,  the  concentra- 
tion of  power  has  only  Inten- 
sified criticism  from  his 
opponents. 


Sharif:  ‘obviously  the  target1 


Quality  of  Indian  village  schools  criticised 


By  Amy  Louise  Kazmin 
bi  New  DeW 


A new  study  of  Indian  states 
with  high  illiteracy  rates 
found  that  most  impover- 
ished villagers  want  their 
children  to  be  educated  but 
are  deeply  discouraged  by 
the  poor  quality  of  their 
local  government  schools, 
which  lack  the  necessary 
teachers  or  educational 
materials  for  meaningful 
instruction. 

The  Public  Report  on 
Basic  Education  was  pub- 


lished by  Oxford  University 
Press  and  was  based  on  a 
survey  of  school  facilities  in 
1SS  randomly  selected  vil- 
lages in  the  large  north 
Indian  states  of  Bihar.  Raja- 
sthan, Madhya  Pradesh  and 
Uttar  Pradesh.  It  paints  a 
dismal  picture  of  a rural  edu- 
cation system  characterised 
by  governmental  apathy, 
demoralised  teachers  and 
dilapidated  infrastructure. 

Of  the  schools  visited,  only 
23  per  cent  had  a library,  33 
per  cent  had  a useable  teach- 
ing kit  and  41  per  cent  had 


any  maps  or  charts  to  deco- 
rate the  walls.  Twenty-five 
per  cent  of  classrooms 
lacked  even  a blackboard.  In 
schools  with  teaghirig  aids, 
the  materials  were  often 
locked  in  cupboards  since 
teachers  fear  being  blamed 
for  lass  or  damages. 

Twelve  per  cent  of  schools 
had  a single  teacher  to  han- 
dle children  of  every  age, 
while  21  per  cent  of  schools 
that  officially  had  several 
teachers  had  just  a single 
instructor  present  when  the 
survey  was  carried  out. 


Many  overwhelmed  teach- 
ers did  little  other  than 
assign  written  exercises.  The 
report  also  found  that  if 
every  child  between  the  ages 
of  six  and  10  regularly 
attended  school,  the  average 
pupnytoacher  ratio  would  68. 

Physical  infrastructure 
was  also  poor.  Of  the  schools 
surveyed.  60  per  cent  leaked 
severely,  which  forced  clas- 
ses to  stop  for  weeks  at  a 
time  during  the  rainy  sea- 
son. Fifty-nine  per  cent  had 
no  running  water  supply  for 
r-hnrirpfl  to  drink  or  wash. 


and  89  per  cent  lacked  a toi- 
let. Only  29  per  cent  of  the 
villages  surveyed  bad  an 
upper  primary  school,  for 
ages  six  to  eight. 

High  costs  also  prevent 
school  enrolment.  Although 
government  schools  do  not 
charge  tuition  fees,  parents 
are  expected  to  buy  uni- 
forms, textbooks  and  other 
supplies,  which,  can  cost  up 
to  $7.50  per  year  per  child. 

The  average  adult  Indian 
has  spent  just  two  years  in 
school,  compared  with  five 
years  in  China  and  over  nine 


years  in  South  Korea. 

Yet  public  expenditure  on 
education  as  a percentage  of 
gross  national  product  is 
declining.  In  1991-92,  India 
spent  just  1.8  per  cent  of 
GNP  on  elementary  educa- 
tion, a figure  which  dropped 
to  1.5  per  cent  in  1995-96.  The 
report  blames  the  neglect 
partly  on  the  attitudes  of 
middle  and  upper  class 
Indians  in  positions  of  influ- 
ence, many  of  whom  are 
unconvinced  of  the  rele- 
vance of  educating  impover- 
ished villagers. 


Start  of  Dhaka 
share  scam  trial 


By  DavW  Chaxan  in  Wialra 


Court  hearings  began 
yesterday  in  Dhaka,  the 
Bangladeshi  capital,  in  a 
nuch  delayed  trial  of  M 
prominent  financiers  and 
businessmen  charged  with 
usider  trading  and  raanipu- 
ating  the  stock  market. 

Hundreds  of  thousands  of 
small  investors  lost  their 
isrines  in  a Si  00m  share 


innocents”. 

Small  investors  were 
attracted  by  a meteoric  rise 
in  share  prices,  which  qua- 
drupled in  a few  months. 
The  regulatory  authorities 
said  a small  group  of  well 
connected  individuals  and 
companies  had  driven  the 
market  artificially  high. 
When  they  sold  many  of 
their  holdings,  share  prices 
collapsed.  The  central  bank 
estimated  the  losses  to  the 


market  at  more  than  SlOOrn. 

Among  the  defendants  are 
the  current  and  former 
chairmen  of  the  Dhaka  stock 
exchange,  and  the  deputy 
rhairipan  of  Beximco,  one  of 
Bangladesh's  largest  indus- 
trial groups. 

Charges  were  first  brought 
in  1997  but  those  accused 


successfully  appealed  in  a 
lower  court  The  government 
then  took  the  case  to 
high  court,  which  upheld  the 
chains  and  ruled  that  the 
trial  should  proceed. 

"It’s  important  for  this 
case  to  cume  to  court 
because  the  1966  share  scam 
has  left  deep  scars.  In  the  j 
market."  said  MA.  Salt  j 

head  of  the  Securities  and  i 

Exchange  Commission. 
"Public  confidence  cannot  be 
restored  unless  justice  is 
done." 

Analysts  said  the  stock 
market  in  Bangladesh  has 
yet  to  recover  from  the 
plunge  in  1996.  Share  prices 
are  still  low  and  few  mem- J| 
bers  of  die  public  have  shuy  V 
invested  in  the  stock  market  ' 

The  authorities  have 
begun  to  reform  Bangla- 
desh's two  stock  exchanges, 
in  Dhaka  and  Chittagong,  in 
the  past  two  years.  Comput- 
erised trading  has  been 
introduced,  undermining  the 
illicit  street  trading  in 
stocks,  which  once  flour- 
ished in  the  street  outside 
the  Dhaka  stock  exchange. 

Many  Bangladeshis  had 
expressed  doubts  that  those 
responsible  for  undermining 
the  stock  market  would  ever 
face  trial  because  of  their 
position  and  influence. 
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China  sees  sunny 
growth  rate  but 
darker  shadows 


While  state  investment  has  helped  to  buoy 
the  economy,  business  conditions  are 
difficult,  says  James  Harding  in  Shanghai 


To  judge  from  the  increas- 
ingly voluble  grumbling 
in  recent  months  among 
foreign  investors  and  traders 
operating  in  China,  the 
country  is  a difficult  place  in 
which  to  do  business. 

Yet  China  reported  what  is 
likely  to  be  the  fastest  eco- 
nomic growth  in  Asia  last 
year.  The  State  Statistical 
Bureau  (SSB)  reported  last 
week  that  gross  domestic 
product  grew  7.8  per  cent  in 
1908.  That  was  just  below 
the  8 per  cent  growth  the 
government  promised  to 
achieve  but  a remarkably 
robust  performance  in  com- 
parison with  Asian  neigh- 
bonrs  sunk  in  recession. 

“The  growth  number  was 
strong. ..hut  the  quality  of 
growth  remains  poor,”  says 
Dong  Tao. . economist  at 
Credit  Suisse  First  Boston  in 
Hong  Kong,  to  explain  what 
he  calls  “the  mystery  of 
pretty  good  macro  figures 
and  pretty  unimpressive 
micro  figures". 

In  fact,  the  component  sta- 
tistics that  Beijing  released 
alongside  the  headline  fig- 
ures illustrate  the  imbal- 
ances developing  as  China 
grows  - and  the  prospects 
for  the  economy,  as  well  as 
business,  in  1999. 

The  growth  rate  has  been 
buoyed  up  by  government 
spending  oh  infrastructure. 
As  the  economy  lost  momen- 
tum in  the  first  half  of  the 
year,  the  Beijing  authorities 
turned  to  what  analysts  are 
calling  a policy  of  "Keynes- 
ianism with  Chinese  charac- 
teristics”. They  sanctioned  a 
government  spending  pro- 
gramme, allocating  money  to 
construct  roads,  railways, 
power  lines  and  telecommu- 
nications networks. 

The  growth  in  state  invest- 
ment rose  from  10.3  per  cent 
year-on-year  tor  the  first 
quarter  of  1998  to  2851  per 
cent  for  the  third  quarter 
and  was  expected  to  be 
about  24  per  cent  in  the  last 
three  months  of  last  year, 
the  SSB  said. 

Authorities  say  it  was  *>»« 
splurge  in  state  investment 
that  reinvigorated  the  econ- 
omy in  the  second  half  of 
last  year.  But  senior  mem- 
bers of  the  government  have 
also  acknowledged  that  Chi- 
na's growth  figures  have 
been  "padded”  by  local  offi- 
cials anxious  to  advance 
their  careers. 

Many  independent  econo- 
mists believe  that  the  head- 
line growth  rate  in  1998  was 
several  percentage  points 
lower  than  the  IS,  per  cent 
reported.  This,  of  course,  has 
important  implications  for 
foreign  companies  operating 

in  China  _ 

In  recent  months,  foreign 
operators  in  the  financial 
services  sector,  such  as  Jar- 
dlne  Fleming  and  ING  Bar- 
ings, have  been  cutting  back 
foreign  staff  to  reduce  costs, 
and  large  multinationals, 
such  as  Motorola,  have  con- 
tinued to  replace  expatriate 
executives  with  local  manag- 
ers. 

Some  companies  have 
scaled  back  their  operations 
or,  as  in  the  case  of  Marks 


and  Spencer,  the  UK  retail- 
ers.  pulled  out  of  China  after 
judging  that  in  the  near 
future  the  market  would  not 
sustain  a profitable  venture. 

Even  for  the  foreign  inves- 
tors entrenched  in  China  for 
the  long  term,  it  has  proven 
harder  to  make  a return  on 
investments  as  industrial  • , 
overcapacity  and  depressedglj  . 
consumer  demand  haveFfi  > 
driven  down  prices.  The 
retail  price  index  was  down 
2.6  per  cent  in  199S.  the  first 
foil  year  of  deflation  in  more 
than  a decade. 

Ernst  Behrens,  president 
of  Siemens  in  China,  echoed  jii 
a common  sentiment  of 
industrial  manufacturers  in 
the  country  in  a recent  inter- 
view; "The  earning  capacity 
is  not  satisfactory  in  China.” 
he  said. 

Dong  Tao  says  the  govern- 
ment statistics  confirm  “a 
very  bad  operating  environ- 
ment In  China”  and  suggest 
the  gap  between  strong 
national  economic  growth 
and  strained  business  condi- 
tions "may  even  widen  next 
year”. 

Initial  trade  figures  sug-Jr 

- - V - 

Some  companies 

have  scaled  back 
operations  or 
pulled  out  of 
the  country 


Best  this  could  be  a problem 
fop  importers  as  well  as  for- 
eign investors.  China 
reported  a record  trade  sur- 
plus of  $45bn  last  year,  but 
with  zero  growth  in  exports 
after  a strong  rise  in  1997  its 
overall  performance  was 
driven  by  a 3.8  per  cent  foil 
in  Imports. 

Foreign  direct  investment 
was  also  flat 

Arguably,  more  worrying 
is  evidence  that  such  persist, 
teat  problems  could  act  as 
drag  on  corporate  Chinaxj 
Excess  capacity  in  many  1 
industries  has  shrunk  mar- 
gins so  much  that  some 
manufacturers  have  found 
production  unsustainable. 

Government  data  show 
that  51.5  per  cent  or  main 
industrial  products  - such 
as  colour  television  sets, 
refrigerators  and  bicycles  - 
were  being  overproduced. 
Inventories  are  rising; 

Corporate  earnings  at  prof- 
itable enterprises  were  23 
per  cent  lower  in  the  first  11 
months  of  this  year,  while 
losses  at  unprofitable  compa- 
nies rose  25  per  cent,  accord- 
ing to  the  SSB. 

The  difficult  business  con- 
ditions raise  concerns  about 
the  pressures  on  social  sta- 
bility, as  rising  urban  unenv 
ployment  has  alerted  . 

government  to  the  slowdown\,^  ’ 
in  new  jobs  befog  created  in 
China.  At  the  same  time. 
Beijing  has  signalled  its  con- 
cern about  the  sharp  decline 
in  rural  income  growth  in 
the  last  three  years  by  pledg- 
ing that  “rural  stability”  is  a 
priority  for  1999. 
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EURO 


After  the  fanfare,  the 
facts  of  monetary  life 

With  the  champagne  celebrations  now  over,  Wolfgang  Munchau  provides 
the  answers  to  practical  questions  about  the  new  currency  in  Europe 

0:  Hie  euro  has  arrived  with 


3,^^ LAUNCH 


much  fanfare.  But  what  wtH 
ft  do  for  the  European 
economy?  Win  It  help  reduce 
imempioyiiKnt? 

A;  No.  Many  leading 
economists  say  economic 
and  monetary  mtinn  (Emu) 
is  an  economically  neutral 
event  - neither  good  nor 
bad.  All  it  involves  is  a nom- 
inal changeover  in  curren- 
cies. Everybody  accepts  that 
Emu  will  create  more  liquid 
financial  markets,  and  that 
will  have  some  small  effect 
on  the  economy.  But  most 
companies,  industries  and 
markets  will  continue  as 
before.  Optimists  argue  that 
Emu  will  unleash  a more 
dynamic  corporate  environ- 
ment with  lower  prices  and 
more  competition. 

Q:  So  If  monetary  union  has 
tittle  economic  effect,  what 

is  the  point  of  it  all? 

A:  Emu  is  primarily  a politi- 
cal project.  It  is  about  politi- 
cal integration  in  Europe.  In 
that  sense,  it  is  the  logical 
extension  or  the  “borderless” 
single  European  market, 
which  bad  profound  implica- 
tions for  decision-making  in 
the  European  Union  as  it 
introduced  majority  voting. 
Emu  will  force  countries  to 
co-ordinate  their  macroeco- 
nomic and  microeconomic 
policies.  It  may  ultimately 
lead  to  what  the  French  call 
European  economic  govern- 
ment 

(fc  WH1  Emu  trigger  further 
political  integration  in  Europe? 
A:  Probably  yes.  but  not 
immediately.  Emu  is  by 
itself  a big  political  step.  Its 
members  lose  sovereignty 
over  monetary  policy  and 
will  have  to  get  used  to 
co-ordinating  fiscal  policies. 
This  means  they  wQl  no  lon- 
ger be  able  to  run  large  bud- 
get deficits  without  consent 


Of  the  others.  They  may 
have  to  bring  their  tax 
systems  closer  together  over 
time,  although  this  does  not 
mean  that  tax  rates  will  be 
the  same  throughout  the 
euro-zone. 

0: 1 hear  economists  talking 
about  the  risk  of  “asymmetric 
shocks”  to  monefery  onion 
- what  does  this  mean? 

A:  Emu  imposes  a one-size- 
fits-all  monetary  policy  for 
all  its  members.  This  could 
be  a problem  for  countries 
with  different  economic  cir- 
cumstances. For  example, 
the  Irish  economy  is  growing 
more  strongly  than  the  other 
10  economies  in  the  euro- 
zone, hut  Ireland  is  too  small 
to  influence  the  monetary 
policy  stance  of  the  whole 
Emu  area.  The  Frankfurt- 
based  European  Central 
Bank,  now  in  charge  of  mon- 
etary policy  in  the  euro-zone, 
will  look  at  the  11  countries 
as  though  they  are  part  of  a 
single  economy.  It  will  not 
pay  special  attention  to  indi- 
vidual countries.  Countries 
facing  particular  pressures  - 
as  Ireland  - will  have  to  find 
other  ways  to  deal  with 
shocks,  for  example  through 
more  labour  market  flexibil- 
ity or  mobility. 

0;  What  about  Britain, 
Denmark,  Sweden  and  Greece, 
which  have  not  yet  joined  the 
single  currency?  WiH  they 
enter  Emu  eventually? 

A Whether  to  join  is  a politi- 
cal decision  for  those  coun- 
tries, subject  to  meeting  cer- 
tain economic  criteria,  but  a 
successful  start  to  Emu  will 
increase  the  pressure  to  par- 
ticipate. In  the  UK,  for  exam- 
ple, supporters  of  the  single 
currency  generally  focus  on 
the  perceived  economic  ben- 
efits of  Emu,  such  as  lower 
mortgage  rates,  but  they 


have  yet  to  make  a political 
case  for  joining. 

Ch  What  about  the  currencies 
of  the  “out”  countries?  WiH 
they  be  tied  to  the  euro? 

A The  Danish  krone  and  the 
Greek  drachma  will  be 
linked  to  the  euro  through  a 
new  exchange  rate  mecha- 
nism, which  started  on  Janu- 
ary 1.  Britain  and  Sweden 
have  declined  to  join  the  sys- 
tem. There  is  a dispute 
between  those  two  and  the 
others,  about  whether  mem- 
bership of  the  new  exchange 
rate  mechanism  is  a prereq- 
uisite for  membership  of 
monetary  union. 

0:  Can  Emu  collapse? 

A Theoretically,  yes,  but 
don’t  hold  your  breath.  The 
consequences  of  a collapse 
would  be  so  severe  - eco- 
nomically and  politically  - 
that  all  euro  members  would 
find  it  in  their  interest  to 
prevent  that  happening, 
even  if  it  meant  imposing 
painful  fiscal  measures.  It  is 
notable  that  during  last 
year’s  financial  market  tur- 
moil. although  currencies 
outside  the  euro-zone  were 
volatile,  the  euro-zone  cur- 
rencies hardly  fluctuated 
against  each  other. 

0:  What  kind  of  currency  will 
the  euro  be? 

A The  euro  may  gyrate 
wildly  in  the  short  run.  as 

finanrlai  markets  irmlrp  up 
their  mind  whether  they 
want  to  bold  more  or  fewer 
euros.  In  the  medium  term, 
one  would  expect  the  euro  to 
be  a strong  currency.  The 
euro-zone  has  a strong  and 
independent  central  bank 
and  inflation  has  almost  dis- 
appeared. 

Q:  Wfll  the  euro  challenge  the 
supremacy  of  the  dollar? 

A It  will,  bnt  not  immedi- 
ately. The  euro  will  be  a big- 


ger currency  than  the  11 
constituent  currencies  com- 
bined. This  has  to  do  with 
liquidity.  The  fact  that  the 
euro  covers  11  countries 
means  it  will  be  far  more 
liquid  than  the  DMark  or 
French  franc  were  on  their 
own.  The  euro-zone  is  about 
the  same  size  as  the  US 
economy.  Economists 
believe  the  world  economy 
will  increasingly  revolve 
around  the  US  and  the  euro- 
zone. The  euro  will  also 
become  a large  international 
reserve  currency. 

0:  What  kind  of  central  bank 
wOl  the  ECB  be?  Wa  it  be 
obsessed  with  inflation  and 
Ignore  economic  growth? 

A The  ECB  operates  under  a 
legal  obligation  to  maintain 
price  stability  in  Europe, 
and  this  limits  the  degree  of 
freedom  to  use  monetary 
policy  to  encourage  eco- 
nomic growth.  European 
central  bankers  believe  that 
unemployment  and  low 
growth  have  little  to  do  with 
monetary  policy  anyway  but 
with  structural  rigidities  in 
the  countries  themselves. 
The  ECB,  however,  has  said - 
it  will  not  tolerate  either 
inflation  or  deflation.  It 
defines  price  stability  as  an 
increase  in  euro-zone  infla- 
tion of  less  than  2 per  cent 

0:  What  practical  benefits  wm 
Emu  bring  to  the  average 
citizen? 

A:  Travellers  will  benefit  for 
obvious  reasons,  particularly 
after  notes  and  coins  are 
introduced  in  2002.  But  from 
nowr  it  will  be  easier  and 
cheaper  to  transact  business 
across  borders,  the  cost  of 
changing  money  within  the 
euro-zone  will  come  down, 
and  tbe  euro  is  also  likely  to 
be  the  currency  of  choice  for 
electronic  .commerce  via  the 
internet  in  Europe. 


Q:  Who  are  the  fear  most  important  people  in  the  euro-zone? 

A [Pictured  1 to  r)  Wkn  Duisanberg,  president  of  the  ECB,  Oskar  Lafontafne,  German  finance  minister,  Dominique  Straura-Kahn.  French 


finance  minister,  and  Yvee-Thbault  de  SBguy,  the  European 


for  economic  and  monetary  affaire 


(fc  ft  is  conventional  wisdom 
that  the  euro's  arrival  wifi 
mean  prices  for  a product 
converge  across  the  euro- 
zone. But  Is  (Ms  realty  so? 

A:  Maybe.  It  is  true  that 
price  differences  are  gener- 
ally larger  inside  the  euro- 
zone than  in  comparable 
economies,  such  as  the  US. 
One  would  expect  prices  to 
adjust,  but  it  is  unclear 
whether  the  price  transpar- 
ency that  comes  with  the 
euro  will  affect  purchasing 
behaviour.  It  Is  true  that 
consumers  will  be  able  to 
compare  prices  in  the  same 
unit  of  account  But  Euro- 
peans could  have  compared 
cross-border  prices  before 
the  arrival  of  the  euro  - par- 
ticularly oh  big  items,  such 
as  cars. 

(fc  But  what  happens  if 
companies  face  different 
costs  in,  say,  Portugal  and 
Gennany? 

A Emu  ultimately  involves 
the  creation  of  a single  econ- 
omy, within  which  one 
would  not  expect  different 
cost  structures  to  persist  for 
ever.  Currently,  cost  differ- 
ences are  mostly  due  to  dif- 
ferences in  wage  costs. 
Within  economic  and  mone- 
tary union,  wages  wfll  adjust 
over  time.  Broadly,  real 
wages  in  Germany  will 
remain  stuck  at  current  lev- 
els, while  Portuguese  wages 


slowly  rise  to  German  levels. 
The  same  applies  to  competi- 
tion. One  would  not  expect 
fundamentally  different  com- 
petitive environments  to  per- 
sist in  a single  market. 

0:  Why  is  there  so  much  fuss 
about  preparations?  Surely, 
the  euro  is  just  another 
currency? 

A:  That's  not  quite  right. 
The  euro  will  eventually  be 
just  another  currency,  but 
between  now  and  the  first 
half  of  2002,  when  coins  and 
notes  are  introduced,  it  will 
co-exist  with  national 
denominations..  This  transi- 
tional phase  is  the  cause  of 


most  of  the  technical  prob- 
lems. In  this  period  everyone 
operates  under  tbe  rule  of 
“no  compulsion,  no  prohibi- 
tion”. This  means  everyone 
has  tbe  right  to  pay  in  euros 
or  national  denominations. 
Nobody  ran  be  leffilly  forced 
to  transact  in  euros. 

tk  So  what  do  I need  to  do? 

A:  That  depends  on  many 
things,  such  os  whether  you 
are  based  or  have  subsid- 
iaries inside  the  eurozone, 
the  extent  to  which  you 
trade  with  the  euro-zone, 
aud  what  kind  of  business 
you  arc  m.  The  level  of  pre- 
paredness is  obviously  high- 
est for  banks,  while  small 


retailers  need  to  worry  less 
because  euro  banknotes  and 
coins  will  not  arrive  until 
2002.  In  most  cases,  compa- 
nies should  have  the  capabil- 
ity to  handle  payments  fay 
customers  either  in  euros  or 
in  national  denominations. 
This  would  probably  involve 
changes  to  computer 
systems. 

tt  And  K I have  done  aB  these 
things  already? 

A Congratulations,  and  wel- 
come to  tbe  euro-zone. 
Starring  today,  you  should 
be  able  to  trade  freely  in 
what  is  already,  alongside 
the  US  dollar,  one  of  the 
world's  largest  currencies. 


FOR  NEW  CONVERTS  - HOW  TO  CALCULATE  IN  EUROS 


Q:  What  are  the  most 
important  rules  1 have  to 
keep  in  mind  about  the 
euro  and  the  national 
denominations? 

A First  of  all,  you  must  use 
the  official  euro  conversion 
rates,  which  were 
announced  last  Thursday. 

You  will  need  to  apply 
these  conversion  rates 
exactly,  which  means  you 
should  apply  them  to  a 
precision  of  six  relevant 
digits. 

Be  warned  that  several 
computers,  including  some 


older  versions  of  popular 
spreadsheet  programs, 
may  not  be  capable  of 
handling  this  type  of 
calculation. 

You  should  follow  the 
mathematical  rounding  rule 
that  a value  of  0.005  should 
be  rounded  upwards  lo 
0.01.  And  you  should  not 
use  bilateral  conversion 
rates. 

Q:  Why  not?  R would  make 
life  a lot  easier  if  1 did  not 
have  to  go  through  the 
euro  each  time  1 convert 
from  francs  to  D-Marks. 


A It  would,  but  you  can  be 
sure  that  the  accumulated 
rounding  errors  would 
become  significant  if  you 
took  this  approach. 

Q:  So  how  do  I get  from 
francs  to  D-Marks? 

A Through  a principle  called 
triangulation.  This  means 
that  you  convert  francs  into 
euros,  and  euros  into  francs, 
and  each  time  you  apply  the 
six  digit  rule.  That  means 
that  every  bilateral 
conversion  between  two 
national  denominations 
involves  two  calculations. 
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MOTOR  INDUSTRY  $50M  BOOST  FOR  BIG-ENGINE  PRODUCTION  AT  ELLESMERE  PORT 


V auxhall  to  expand  Merseyside  plant 


By  Haig  Simonten  m Detroit 

VaUXhaQ  wtn  soon.  anTirmnwi 

a significant  new  investment 
in  additional  capacity  at  its 
big-engine  plant  at  Elles- 
mere Fort  on  Merseyside,  in 
the  north-west  of  England, 
giving  a boost  to  the  UK 
motor  industry. 

Details  of  the  spending, 
believed  to  be  between  £30m 
($5Qm,  €42m)  and  £40m,  may 
emerge  at  the  Detroit  motor 


show  this  week.  Much  of  the 
extra  output  will  be  destined 
for  the  new  mid-sized 
L-Series  model  being  intro- 
duced later  this  year  by  Sat- 
urn, the  US  subsidiary  of 
General  Motors,  Vauxhall's 
parent  company. 

Additional  V6  petrol 
engines,  for  which  Ellesmere 
Port  is  GATs  sole  source,  will 
also  be  exported  to  Saab,  the 
Swedish  carmaker  controlled 
by  the  group. 


Saturn  expects  to  build  at 
least  100,000  units  of  its  new 
car,  based  on  the  latest  Opel/ 
Vfluxhail  Vectra,  when  pro- 
duction starts  at  Wilming- 
ton, Delaware,  later  this 
year. 

The  company  said  the 
number  of  engines  exported 
to  the  Saturn  subsidiary 
would  depend  on  the  mix  of 
-US-bullt  four  cylinder  and 
UK-made  V6  models  sold. 

Demand  from  Saab  is 


expected  to  climb  because  of 
rising  sales  of  the  group’s 
new  9-5  executive  model. 
Demand  for  the  car,  released 
In  1097,  is  expected  to  grow 
substantially  with  the  intro- 
duction of  a station  wagon 
thin  year. 

The  new  spending  at  Elles- 
mere Fort  is  not,  however, 
expected  to  create  many 
jobs,  as  most  of  the 
increased  output  will  come 
from  higher  productivity. 


Vauxhall  said  it  would  not 
be  applying  for  government 
aid  - for  which  Ellesmere 
Port,  qualities  - as  the 
impact  on.  employment 
would  be  limited. 

The  company  has  already 
attracted  state  fluids  under 
the  Regional  Selective  Assis- 
tance scheme  after  boosting 
output  dr  Astra  cars,  built 
at  an  adjacent  plant  Last 
year,  Vauxhall  boosted  local 
employment  figures  by  hir- 


ing 1,000  staff  for  a.  third 
shift 

The  company  made  ^bout 
78,000  V6  engines  last  year. 
Apart  from  going  mhrVanX- 
hall  cars,  the  motors  gener- 
ate substantial  *.  export 
income  through  sales  to. 
Saab  and  to  Opel  in  Ger- 
many, for  the  Omega  and 
Vectra  models. 
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Minimal  growth  forecast  for  flagging  economy 


By  Peter  Marab 


Britain  will  see  minimal 
economic  growth  over  the 
next  two  years,  but  is  likely 
to  avoid  an  outright  reces- 
sion this  year,  according  to 
forecasts  published  today  by 
Cambridge  Econometrics,  an 
economic  consultancy. 

With  household  spending 
and  investment  likely  to 
slow  substantially  during 
1999,  manufacturing  will  see 
a decline  In  output,  with 
many  of  the  difficulties  expe- 
rienced by  this  sector  spill- 
ing Into  services,  the  consul- 
tancy says.  It  expects 
inflationary  pressures  to 


ease  further,  with  the  year- 
on-year  increase  In  the  retail 
prices  Index  expected  to 
average  1.9  per  cent  during 
1999,  after  an  average  3.4  per 
cent  in  1998. 

The  findings  will  put  pres- 
sure on  the  Bank  of 
England's  monetary  policy 
committee,  responsible  for 
setting  base  interest  rates. 
The  committee  meets  this 
week  to  discuss  whether  fur- 
ther monetary  easing  Is 
required  to  stimulate  the 
flagging  UK  economy. 

Over  the  past  six  months, 
economic  activity  has  fal- 
tered as  a result  of  high 
interest  rates  compared  with 


much  of  the  rest  of  Europe, 
the  appreciation  in  sterling, 
and  economic  weaknesses  in 
important  export  markets 
such  as  south-east  Asia. 

Reacting  to  these  signs  of 
slowdown,  the  committee 
has  reduced  borrowing  costs 
on  three  occasions  in  the 
past  three  months.  At  its 
last  meeting  in  December  it 
cut  bank  base  rates  by  0.5 
percentage  points  to  &25  per 
cent.  Many  economists 
expect  the  committee  to 
keep  base  rates  on  hold  for 
now,  with  a further  cut 
expected  in  February. 

Even  so,  “there  is  a sub- 
stantial minority  In  the  City 


[of  London]  expecting  a cut 
of  a further  0.25  percentage 
points  to  reduce  the  risks  of 
Britain  moving  into  reces- 
sion," said  Steve  Hannah, 
chief  economist  at  D3J  Inter- 
national, the  securities  arm 
of  the  .Tapan«»>  bank. 

The  Cambridge  Economet- 
rics report  says  exporters 
are  likely  to  face  more  diffi- 
culties this  year,  after  a fall- 
off  in  export  growth  last - 
year  linked  to  the  strength 
of  sterling  and  weaknesses 
in  the  world  economy.  Partly 
as  a result  of  this,  manufac- 
turing will  experience  a 
technical  recession  - output 
falls  in  two  consecutive 


quarters  - during  1999.  Total 
UK  output  will  increase  OjG 
per  cent  in  1999,  with  a 1 per 
cent  rise  next  year,  foDowlng 
a relatively  healthy  2.8  per 
cent  increase  during  1998. 

While  manufacturing  has 
been  in  the  doldrums  for  two 
years,  with  growth  In  output 
last  year  of  0.5  per  cent  fol- 
lowing a rmniTrtaV  1.5  per 
cent  rise- in  1997,  the  service 
sector  has  been  more  resil- 
ient. For  instance,  “market 
services",  covered  by  indus- 
tries such  as  hotels,  business 
services  and  distribution, 
expanded  by  nearly  5 per 
cent  last  year.. 

However,  during  1999,  out- 


put growth  in  this,  sector 
wffi  drop  to  1.5  per  cent,  the 
consultancy  believes,  with 
some  sub-sectors  such  as 
telecommunications  and 
computer  services  likely  to 
continue  to  see  substantial 
growth.  Some  relief  for  hard- 
pressed  exporters  will  come 
from  an  expected  easing  in 
the  exchange  rate. 

Against  a basket  of  "other 
currencies,  sterling  is  likely 
to  be  traded  during  1999  at 
53  per  cent  below  its  value 
last  year.  Valued  against  the 
D-Mark,  the  pound  is  likely 
to  fall  to  an  average  of 
DM2.7  (€L3S,  $132)  this  year 
after  DM298  In  1988. 
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Irish  pun§:minister  hints 
at  Easterpeacedeadline 

Easterns  toomingiasthe  new  deadB^jntheNoi^iern 
Ireland  peace  process,  with  Bertie  Ahemr'the  Irish  prime.  1 
minister,  yesterday  indicating  that  untess-the7arms  issue  « 
resolved  by  the- first  anniversary  of  the  Good  Friday  .peace 
agreement  pubfc  support  for  the  deal  touW  evaporate.  . 

fWe  wffl  have to  overcome  the  herns  on  the  agenda  ■-■■■ 
which  caused  difficulties  and  that  will  include  [arms] . 
decommissioning  . but  I think  in  the  rurv^up  tb  Easter 
we  will  be  able  to  do  that,"  he  said. 

.•  Witb  Easter  falling  in  eariy  April,  Mr  Ahem  has  tecjBJy  . 
conceded  that  the  February  target  date  set  by  London ^ for- 
th® estatriistenant  of  the  executive  to  take  over  runnfng  the 
province  when  powers  are  transferred  from  London,  lias 
now-been  abandoned.  John  Murray  Brown,  Dublin . . 

ROVER 


BMW  chief  presses  for  aid  _ 

Bemd  Ptechetsneder  (left), 
chairman  of  BMWr-the  Ger- 
man carmaker, has  reiterated 
his  determination  to  win  UK 
government  aid  tor  the 
group's  TossmaWng  Rover 
subsidiary.  H(s  push  comes 
despite  the  recent  agreement 
with  Rover  employees  over 
working  arrangements,  which 
will  produce  DM 400m 
(€205m,  $235m)  In  annual 
cost  savings.  In  an  interview 
with  today's  Der  Spiegel  ' 
magazine,  Mr  F>iscbetsrteder 
noted  subsidies  received  by  - 
Jaguar  - which  would  pro- 
vide. direct  competition'to  the  .n 
. . new  Rover  75  model.  • 

Mr  Fischetsrieder  also  exp Dcitty  admited  BMW  had  '-  »■ 
given  Rover,  acquired  in  eariy  1994,  too  “long  a . .. 
leash".  Quality  improvements  had  taken  too  long.  But  he 
added:  “Now  we  have’ taken  Rover  much  closer  by  the  -- 
W.  Ralph  Atkins,  Bonn 


MOTOR  JNPUSTRY  /;  •/  

Peugeot  UKtnay build  Citroen  cars 

' Peugeot  LIK  Is  to  be  more  etosefy  integrated  into  the 1 -■ ••• 
French  parent  Peugeot/CftroBn  group,  raising  toe 
long-term  prospect  of  Gitrodn  as  wen  as  Peugeot  models 
being  bulk  at  the  UK  subsidiary's  Ryton  pfont  near  Coven- 
try In  central  England. 

The  closing  of  a once  forge  productivity  gap  compared  ' . 
with  French  plants,  the  expected  announcement  of  a fifth 
consecutive  year  of  profits  and  a recruitment  drive  starting 
today  for  90fr  more  workers  have  put  the  UK  company  on 
course  to. play  a more  strategic  role  In  rts  parent  compa^  v 
c/s  operations 

: While  the  model  being  buflt  at  the  plant,  the  Peugeot 
206,  was  new  last  year  and  has  only  recently  gone  Into 
production  at  Ryton,  .its  successor  wtU  use  a common  plat- 
form - toe  basicengineering  structure  of  a car  - with  the 
next  similarly-sized  Citroen  model.  This  opens  up  toe  pros- 
pect of  Ryton  eariy  next  century  meeting  demand,  for  a 
model  carrying  both  brand  names. -John  Griffiths,  London. 


SCOTTISH  NATIONAL  PARTY 


Rpw  over  defence  paper 

The  Scottish  National  party's  defence  policy  was  In  disar- 
ray yesterday  after  Stuart  Crawford,  its  newly  appointed . 
deputy  defence  spokesman,  disowned  an  academic  paper 
in  which  he  had  said  an  independent  Scotland  "should  at 
least  consider”  the  use  of  ballistic  missiles  tipped  with 
chemical  and  biological  weapons. 

George  Robertson,- UK  defence  secretary,  said  that  if  Mr 
Crawford,  an  SNP  candidate  for  toe  planned  Scottish  par- 
liament, was  the  author  erf  the  paper  he  should  be 
removed.' 

Mr  Crawford  said  the  paper,  written  under  an  assumed 
name  for  Glasgow  University’s  Centre  for  War  Studies, 
was  a "speculative  review"  of  defence  options. 

He  said:  ”1  wish  to  put  on  record  that  I have  never  at 
any  time  advocated  toe  possession  by  an  independent 
Scotland  of  nuclear,  chemical  or  btotogicaJ  weapons.  I am 
totally  supportive  of  SNP  defence  policy  which  repudiates 
utterly  the  possession  of  nuclear,  chemical  or  biological 
weapons.”  James  Buxton,  Edmbtsgh  . 


TAXATION^  v — ■ •.  ■ ■ 

Exemption  certificates  proposed 

Taxpayers  aged  over  65'  with  an. annual  Income  lower  than 
£10,000  should  be  issued  with  certificates  cutting  than  off 
from  contact  with  the  tax  system!  according  to  the  UK's 
leading  tax  body.  The  proposal  —one  of  several  designed 
to  heip  toe  ,10m  people  over  state  periston  age  of  whom 
1.8m  Five  in  poverty  - has  been  put  forward  by  the  Char- 
tered Institute  of  Taxation  to  help  older  people  caught  up 
m tax  bureaucracy.  Under  the  plan,  those  qualifying  would 
be  entitled  to  get  all  Income  “gross”  with  a minimum  of 
fbrm-ISHng,  and  would  not  be  required  to  Ml  In  any  tax 
returns  or  deal  with  any  correspondence  unless  linked  to 
the  exemption.  Jim  Kefly,  London 


POLITICS 


Blair  may  boost  Lib  Pern  links 

, Tony  Blair,  toe  UK  prime-  minister,  Is  considering  attaching 
civil  servants  to  the  opposition  Liberal  Democrat  party  to 
help  them  develop  government  policy,  ... 

He.has  also  discussed  with  Paddy  Ashdown,  the  Liberal 
Democrat' leader,  the  possibility  of  giving  his  party  greater 
access  to  confidential  government  papere. 

Mr  Ashdown  believes  the  initiative  could  help  his  party  - 
contribute  more  effectively  to  the  joint  Lab-Lib  cabinet 
committee,  set  up  In  1997  to  discuss  constitutional 
issues.  By  giving' the  Liberal  Democrats  access  to  toe  civil 
service,  Mr  Blair  would  be  signalling  his  intention  to 
continue  buHdtng  links  between  toe  parties. 

George  Parker,  London 


Cayman  Financial  Brokerage  House 


Forex,  Futures,  Options 
and  Guaranteed  Funds 

- Telephone  +1  345  945  3100 
Website  wwwxrfbh.com. 
FacsirnHe  +1  345  945  3199 
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THE  WEEK  AHEAD _ 

DIVIDEND  & INTEREST  PAYMENTS 


■ TODAY 

African  Dev  Bank  11%%  Ln 

2010  ES.5625 
Amec  2.1  p 
BICC  4p 
Baxter  Int  SOJ291 
Bowater  $020 
Bradford  Property  Tst  4.4p 
British  Aerospace  Cv  Rd  Pf 
3.875p 

Bunzf  2.5p 

Cambridge  Water  5.33p 
Do  N/Vtg  5.33p 
Do  4%  Cons  Perp  Db  £2.0 
Do  13%  Rd  Db  2004  £6.50 
Carlton  Comms  Cv  Rd  Pf 
325p 

CPL  Aromas  1.9p 
Exeter  lnv  Tst  4.5p 
F & C Special  Utilities  lnv 
Tst  3.69p 

Do  Package  Units  3.69p 
DoS223p 

Fortnum  & Mason  4p 
Gencor  6%  Gross  Cm  Pf 
Raoe 

General  Accident  8%%  Cm 
Pf  4.4375p 

Guardian  Royal  Exchange 
4.3p 

Guinness  Right  Extra  Inc  Tst 

2.1 2p 

Do  Units  2.12p 
Henderson  Far  East  Inc  Tst 
1.7p 

Hercules  Property  4p 
HIT  Entertainment  0.55p 
Housing  Fm  9%%  Db  2025 
£4.8125 

Johnson  Service  Cv  Rd  Pf 
3.75p 

Land  Securities  7.85p 
LJoyds  Bank  12%  Sb  Bd 

2011  £1200.0 
Locker  0.3p 
Lyles  (S)  2p 

Macdonald  Hotels  1 ,82p 
Martin  int  0.55p 
McCarthy  & Stone  3.5p 
McKechnie  14p 
MEPC  10%%  1st  Mtg  Db 
2024  £5.375 
Met  Water  Board  East 
London  Waterworks  3%  Db 
£1.50 

Morrison  Ckmstruction  1.98p 
Muckiow  (A&J)  4.0264p 
New  South  Wales  Treasury 
11%%  Gtd  Exch  Bd  1999 
A$575.0 

Photo-Me  Int  4.5p 
Premark  Int  $0.10 
Rio  Tmto  3.325%  A Cm  Pf 
1.6625p 

Do  3Vfe%  B Cm  Pf  1.75p 
Savoy  Asset  Mngmnt  225p 
Sears  Roebuck  $0.23 
Silentnight  3.7p 
South  Staffs  Water  37.5p 
Stratagem  3p 
TBI  0.5p 


Temple  Bar  lnv  Tst  42% 

Cm  Pf  2.1p 
United  Biscuits  3.6p 
Vrtec  4.3p 

Warner  Howard  3.B5p 

■ TOMORROW 
Adam  & Harvey  8p 
Airflow  Streamlines  2p 
Annuities  2%%  £0.625 
Annuities  2%%  £0.6875 
BW1 3p 

Banner  Homes  Ip 
Birmingham  Midshires  Bidg 
Scty  9’A%  Sb  Nts  2006 
£4562.50 

British  American  Tobacco  Bp 
Brown  (N)  2.4p 
Brown  ing-Ferris  $0.19 
Business  Post  5p 
Cafe  Inns  l.lp 
Consolidated  2%%  £0.625 
Coventry  81i%  Ln  2026 
£4.125 

Croydon  3*S%  £1.75 
Dee  Valley  72p 
Do  N/Vtg  72p 
East  Surrey  4.4p 
Edinburgh  Inc  Tst  0.9p 
European  Colour  0.955p 
Do  6%%  Cm  Pf  6.3p 
European  Telecom  0.9p 
Huriingham  Properties  Ip 
Jarvis  Porter  2.5p 
Murray  Smaller  Mkts  Tst  2p 
Nat  West  Bank  12tt%  Sb 
Un  Ln  2004  £6.25 
Powell  Duffryn  8p 
Salford  B%%  Ln  2027-31 
£4.125 

Saville  Gordon  7se%  1st 
Mtg  Db  2023  £3.1825 
Unigate  7.9p 

Walker  Crips  Weddle  Beck 
1.75p 

Westbury  2.6p 

■ WEDNESDAY 
JANUARY  6 
ATT  0.83p 
Bandt  0.5p 
Black  Attow  1.5p 
Body  Shop  1.9p 

British  Assets  Tst  1.36625p 
British  Empire  Sec  & Gen 
Tst  0.86p 

Close  Brothers  AIM  VCT 

£1.875 

Delyn  Ip 

Development  Secs  1 1 % 1st 
Mtg  Db  2016  £5.50 
Great  Portland  Estates  3p 
Ivory  & Sime  UK  Smaller 
Co’s  Tst  Ip 
Laminar  2.5p 

Mitsui  FRN  1999  Y12778.0 
Morgan  Crucible  7Ap 
Do  Cv  Pf  3.75p 
Photobition  1.28p 
Pillar  Property  2p 
Scottish  American  lnv  1J36p 
Scottish  Metropolitan 
Property  2p 


Sedgemoor  0.6p 
Shanks  & McEwan  1.6p 
Sims  Food  025p 
Smith  (WH)  5%%  Rd  Un  Ln 
£2.5625 

Smiths  Inds  I2.9p 
Wardle  Storeys  15p 
Whitbread  10%%  Un  Ln 
2000-05  £5,25 

■ THURSDAY 
JANUARY  7 

Anglian  Water  12%  Bd  2014 
£1200.0 

Asahi  Breweries  7%  Bd 
1999  Y7 00000.0 
Baird  (Wm)  4.lp 
European  Motor  2.6p 
Freeport  Leisure  Ip 
Furukawa  5.55%  Nts  2000 
Y555000.0 

Guaranteed  Export  Fin  9%% 
Gtd  Ln  2010  £487.50 
Kicking  Pentecost  2.7p 
Hidden  Hearing  Int  1.03p 
Kobe  Steel  6.9%  Bd  2000 
Y690000.0 

Kubota  6.9%  Bd  2000 
Y690000.0 
Mercury  European 
Privatisation  Tst  0.65p 
Sapporo  Breweries  5.9%  Bd 
2003  Y 590000.0 
Second  Scottish  National  Tst 
0.8p 

Sony  67b%  Bd  2000 
Y68750Q.0 
Staveley  Inds  2.5p 
TGI  lip 

Tracker  Network  2.5p 
United  Kingdom  FRN  2001 
SI  2.94 


■ TOMORROW 
COMPANY  MEETING: 
Diploma,  The  Brewery, 

Ch iswell  Street,  E.C.,  11.00 
BOARD  MEETINGS: 
Interims: 

Euclidian 
Precoat Int 

■ WEDNESDAY 
JANUARY  6 
COMPANY  MEETING: 

MMT  Computing,  14,  Angel 
Gate,  City  Road,  E.C.,  11.00 

■ THURSDAY 
JANUARY  7 
COMPANY  MEETING: 
Formscan,  Wootverton 
House  Hotel,  Wooiverton, 
Bath,  11.00 

BOARD  MEETINGS: 
Interims: 

Abbey 


■ FRIDAY 
JANUARY  8 

Abbey  National  Treasury  9% 

Gtd  Bd  2004  L45000Q.0 

Anglo  American  Corp  of 

South  Africa  R2.75 

Bdhaven  Brewery  2.35p 

Corporate  Services  716%  Cv 

Nts  2005  £37.50 

Cracfley  i.38p 

Cropper  (J)  1.4p 

Dart  1.27p 

Eleco  0.25p 

EMAP  5.7p 

Fine  Art  Devs  2.25p 

Formscan  1.5p 

Friendly  Hotels  2.3p 

Grantchester  0.7p 
Inter-American  Dev  Bank 

12%%  Ln  2003  £6.25 
Invesco  English  & hit  Tst 
O.Bp 

JBA1.25p 
Majestic  Wine  1.7p 
Schlumberger  $0.1875 
Scottish  lnv  Tst  2.25p 
Scottish  Value  Tst  1.25p 
Solid  State  Supplies  0.5p 
Southnews  4p 
Tiger  Oats  R1.20 
Do  5%%  Gross  Cm  Pf 
R0.055 

Treasury  Fltg  Rate  2001 
£1.7801 

■ SATURDAY 
JANUARY B 

Govett  Strategic  lnv  Tst 
4.85p 


Goode  Durrent 
Solvere 

■ FRIDAY 
JANUARY  8 
COMPANY  MEETING: 

GET  Grp,  222,  Grays  Inn 
Road.  W.C..  3.00 

Company  meetings  are 
annual  general  meetings 
unless  otherwise  stated. 
Please  note:  Reports  and 
accounts  are  not  normally 
available  until  approximately 
six  weeks  after  the  board 
meeting  to  approve  the 
preliminary  results. 

This  list  is  not  necessarily 
comprehensive  since 
companies  are  no  longer 
obliged  to  notify  the  Stock 
Exchange  of  imminent 
announcements. 
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All  Futures,  Options  & Margined  Forex 
* * * * * 

Trade  Futures  on  Shares 
Long  & Short 


Ruats  Onww  & Rkp  & 

Contact:  Jamo  Alta  a^/-*xTT 

Tel-  0171  3.TJ  3W  <.VjJN  1 y 

EidmI:  piri--o.uk  , h 


SBams 

Como;  Philip  Adler 
Td:  0171  337  351b 
Email:  cfd<i»pMXOLul 
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A COMMANDING  PRESENCE 
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OFFSHORE  COMPANIES  ♦ BY  LAWYERS  ♦ 


Loading  international  lax  planning  tbm.  offers  tuil  sorvlco. 
London:  Hrten  Hwpar,  LLB  (HONS)  Tab  + 44171  SSJ  2X74 
~ - BOmm.  Tab + 35»«2 1388 
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REAL-TIME  ELECTRONIC  FOREX  DEALING 
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DAILY  FOREIGN  EXCHANGE  FORECASTS  AND  RECOMMENDATIONS 
UjI:  +44  101  948  8316  FAX:  +44  181  948  8468  www.towda.com 
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REAL-TIME  DATA  ON  YOUR  PC 
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ALL  AMERICANS  ♦ f OREX  * EUROPEANS  ♦ NEWS  * CHARTS 
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IN  YOUR  COUNTRY  NOW 

70  Countries  atross  Europe,  the  '-V 
Middle  East  and  Africa  • from  Iceland  i 
to  Moscow,  from  Finland  to  Yemen 


DBC 


www.dbdeuro.com  Tel  +44 171  793  3100 


l'ore\.  Future'^  & Options 


24  Hot  Service -InlnetDeriRg 

Fire  Beal-Thne  Price  - Conpctitive  r emnitrlMT 


Website:  toqr/Avww.  matjncalixi.uk 
e-naj:  absdaitfapglgiimoncaLcom 
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FUTURES 
OPTIONS 
& FOREX 

nawEOJDirn 

WELCOME 

KERKELEY  FUTURES  mUTEIl 

38  DOVER  STREET,  LONDON  W1X3RB  |1 

TEL:  017LSE9 1153  EAK  0171  495  OOtt 
httprtfwww.bILcohnk 

^Futures  & Options 
■-Online  Trading 
■-Margined  FOREX 

LIND  \V  \I, DOCK  S:  COSlPAiSY 

s-l  i i: i- a . !!  m.  • i.nr.iii'n  Ki  !i  ii  1) 
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mini 

REUTERS 

vvww.  Fufurr?ipogcr.cc?.u  k 


for  a free  trial 

0800888808 


INTERNATIONAL  U TL  RES 
CORPORATION  LIMITED 


Futures.  Options  & Margined  Forex. 
Trading  in  all  nujor.  Markets. 

Speedy  fills,  competitive  commissions. 

Try  oar  service  and  see  what  you  have  been  missing' 
Execution  only:  017I-674-002U 
Fufl  advisory:  0171-674-0034 
Email:  infnBimemarinnalfniurwi.mTn 
"Weekly  Options  Strategies 
Daily  Technical  Analysis 
We  typically  operate  on  exdawpe  mmnimi  margins. 
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Market-Eye 

from  * ombtauritovta 


Ftepfawr  0800321321  J 


TENFORE 

for  more  info  cod  FREE  demo  disc  call; 

+44  (0)171  405  1004 


Sue  DEN  FUTURES  OPTIONS  FOREX 

Miri«  Cmta—ra  Wafawna 


FOR  BEST  SERVICE  & BEST  FILLS 
CALL  0171  940  9600  NOW 

»Md«i  HOT  l*t i*  >OT4OT4  W «*  »4— 


CONFERENCES  AND  COURSES 


CONFERENCES 


Stakeholder  Pensions  - The 
Govenunenfs  Proposals 

The  Rret  Annual  CanvBndonfcr 
Stakeholder  Pension  Provctea  wfl 
examine  Itietid  knpRcaSonsoftfw 
Green  Paper,  how  statohokten  w* 
be  set  up  and  the  elects  on  oxlstfng 
penafexs.  Tbp  lowl  CQrtrtxJtans 
bon  DSS,  FM  Traaauyi,  Inland 
Ftoverue.  Pmdantiai,  Direct  Lina, 
L&G,  NPL  Aon.  0&W,  Mercer,  NAPF. 
SPC.  Insfluto  of  Acmarias  ate. 

£875 + VAT.  Contact  Mark  Upton  at : 
231  Kanrdngton  Larva, 

London  SET1  5QU 
Tak  + 44(p)171582  6S16 
Fax:  + 44(0)  171  5827245 


WESTMINSTER  AND  CITY 
LONDON 


Enforcement  in  Retail 
Financial  Services 

The  FBA  Consutattve  Document  on 
EiVbrcemant  arts  out  te  proposed 
ponacs  ot  nknMion,  huOT^Uon  end 
EteeWnB.'ThlaconfatBnca  wJpttxndB 
axpen  eemmrt  and  mriyA  tram 
praoUoneta  ki  nW  taadai  cerviou 
and  an  opportuifey  for  balegns  to  be 
IrwnlMd  fei  ilw  conwbHlm  prooese.  Tbp 
leuai  conWnaen*  fnsm  VM  Tnaauiy. 
Barctaye,  Notlonwde.  PradenBaL  LSCL 
NntwesL  Rdeby  etc. 

£365  ♦ VAT.  Cortaa  Mark  Upkxi  at: 
231  Kannkigton  Lana, 

London  SB11  5QU 
Tel: + 44  (0)171  582  6516 
Fax: + 44  (0)171  582  7245 


WESTMINSTER  AND  CITY 
LONDON 


APRIL  22  & 23 
FT  World  Ptaumsceuticals 
The  pharmaceutical*  indoflry  now  face* 
unprcicdcnird  duOeage*  as  we  ewer  lhe 
miTlcoann  Thti  FT  qmfenwr  wfll  idloaon 
dir  bxtoory*  saecewt*  and  invcsnjtuc  dw 
aew  daBcnfa  bewj  set  bgr  ■*  cwwpen  ad 
fpoonn.  ceaBdcxng  haw  d wiD  need  n ihpe 
ndf  For  rhe  fira  decade  of  ihc  2I«  Chany. 
Ccwacc  Joran  Edwank 
Tet  0171 873  3374 
Fax:  0171  873  3057 
OmiL-joanuAnnhWlnia 


Conferences 

& 

Courses 


LONDW 


JANUARY  27 1999 
East  Africa  Seminar 

This  onc+by  FT  sonioor  hnip  vogaher 
senior  minisiers  Tram  lire  ihnee  Easi 
AJ&ieao  cande  and  apcKorahtb  Cram 
die  immutiana!  business  community  to 
examine  recent  progress  in  the  East 
African  cooperation  process. 

Contort:  Oubenne  MocSwecocy 
FT  Conferences 
TeL  +44  171  873  3162 
Fax:  +44  171 [873  3067 
e-mail:  mlh+rin*  amWMtyW  1-^rn 
LONDON 


FEBRUARY  15 1999 
FT  London  (Motor  Conference 

Productivity  and  ctxnpenrivniess  in  (he 
UK  motor  nnheaty  and  Ae  impact  ot  “grey 
imports"  oq  the  new  and  ised  ear  nwfaw 
are  amoog  Ihe  try  issues  u be  dacoised. 
Speakers  mcludc:  Piofcuor  Garel  Rhys 
OBE.  Cardiff  Business  School.  Mr 
Gtaham  Broome.  SMMT  Indns&y  Focum 
and  Mr  Michael  Woodward,  KPMG 

f~ nnpci 

Comacc  Joanna  Edwards 
FT  Conferences 
Tet +44  171  873  3374 
Fan  444  171  *73  3067 
cataiL  joannaxdwardsWFTooai 

LONDON 


MARCH3&41999 
FT  New  Medfa  Conference 

la  the  nftctmmh  of  die  of  digital 
television  in  ihe  UK.  (he  Financial 
Times  New  Media  conference  will 
examine  Ihe  date  of  play  in  the  diptad 
market.  Issues  for  debate  include: 
opponunilies  for  new  col  rams,  ihc 
impact  of  compeunon  on  (he  exisung 
nefwads  and  die  consumer's  viewpoint. 
Contact:  Catherine  MacSweeney 
FTCanfbanes 
T<±  144171  873  3163 
Fk: +44 171X733067 

FtwiF  I -UltPWH# 

LONDON 


Supply  Chain  Management: 
Internet  Strategies  & Best 
Practice 

Alwo  day  conference  of  case 
studies  and  briefings  examining 
Ihe  impact  the  internet  can  have, 
and  the  opportunities  it  provides, 
tor  people,  profits,  partriefBNpe 
and  strategies. 

Book  by  18th  Decambar  to 

rwcetvQ  a COMPLIMENTARY 

copy  of  tha  new  FT  Report 
E-business  In  Ifis  Simply  Chain 
(worth  £495). 

CMP  Face  to  Face  Media  in 
assocfeukui  with  Fteandsi  Times 
Ratal  8 Consumer 

Call  0171  884 1357 
for  more  information 

wHxmpteaMwmcoLiddsiaiplycMri 

Milieu  rum  Cenference  Centre, 
LONDON 


International  Hotel  Investment 
Forum.  A Focus  on  Europe 
A powerful  and  thougM-prorokinQ 
conference  on  today's  complex 
and  rapidly  changing  European 
hotel  markets  wfB  provide  a timely 
forum  to  address  issues  important 
to  the  European  and  International 
hotel  Investment  community, 
Conference  Chairman  - Sir  Ian 
Prosser,  Chief  Executive  of  Bass 
PLC 

Contact  Tan  Pearson, 

Advanntar  Communications 
Teh  01244  378888 
Fax:  01244  370011 


Hotel  Inter- Conti  nenta  I 
Berlin,  Germany 


MARCH  18  & 19, 1999 

FT  European  Pensions 
This  conference,  the  fini  in  a series  of 
Pensions  events  to  be  arranged  by  (he 
Financial  Hmcs  Group  wifl  mmmr  the 
i4al1wigmg  dap-  of  European  pmeinni 

issue*  to  be  considered  mclndci  the 

fhillrwprv  rhrfnf  (he  mnlmmimuL,  ihr 

hkd  - three  wmmtw  m and  ihe  European 
legal  framework. 

Coma.-  Catherine  MsuSwemey 
Td;  +44  171  8733152 
Rue  +4J  171  873  3057 

BRUSSELS 


COURSES 


JANUARY  13  >15 
Mwi>lni-partoOTh>l>«wicbltowii*Mpi 
introduction  to  TYedeFfnence 
and  Documentary  Crscfits 
- Tcnm  of  Trade  and  Current  Practice 

• tosnenens  of  D*de  Fhance.  Leaen  of 
Credit  ■ Collections,  Acceptances, 
Forfeiting  - Shipping  Documentation 

• Bad -to- Back.  Transferable.  Revolving 
and  Sund-h)  Letters  of  Credit  ■ Risk 
Assessment.  Rsri:  Idemifiratioa  and  Frond 
hevaewn 

3n»js' 

rwyvf  BdctnoTnonig  & Omhugi 
1-4  Lonbanl  Sl  EC3V  MA,  Louden 
TcL  0171  ^ 6033  Fare  0171  93  6644 

LONDON 


LANGUAGES 
FOR  BUSINESS 

• Triored  ubon  for  business  people 

• Cones  tor  nkwhais  md  potes 

• fcreompeny  or  M w centra*  n 
London.  Cbtlord.  Br^tnnr.  Kent  ana 
Edflburtfi 

• Expert  tnchng  mom  40 
tansoses  ndudoB  Enshsh 

llwnr  Mnniwhima 
31  John  Atom  St,  London  WC2H  EHX 
Weolwe:  0171  839  3622 
Foe  0171  639  3677 


JANUARY  18 -22 
tMh-pMsmkl 

Introduction  to  Corporate 
Great  Analysis 

• Type*  of  Borrower*  and  ibeir  needs 
- Technics  of  Crain  Analysis  - Prrfil  and 
■Lou  account  and  Balance  Sheet* 

• Spreading.  Ratio*.  Animal  Report*. 

Financial  Analysis  • Cashflow.  Fcrocasts. 
Sensitivity  Analysis 

• Sonenjone  and  Ojvenaws  • Analyss  of 
RkIb. 

5Dnya 

Cottacc  BodnnTraiiang  & Corsolmif; 

1-6  Lombard  Sr,  EC3V9AA.  Louden 
Tet  0171  Kf>  b633  Fax;  0171  «Q  6644 
ExubL  bKflifl^bodBjDD8K 

LONDON 


JANUARY  25-27 
blfchto  - pttiRMM  J^fti 


Introduction  to  ttwCfty  and 
nnanctw  haiww 
- Hototkal  Role  of  the  Qly  - The  Role 
of  (he  Bank  of  England  * Banking 
System  and  Marfcei  Participant* 
■ Organisational  Stnctnre  nod  Services 
at  Major  Banks  * Non  Bank  Financial 
Institutions  • Capital.  Money  and  Risk 
Mnaagement  Markeis  • The  London 
Stock  Marin  - Technology  and  Jaiyuo 

3D^n 

fViiiniT  niirfiin  Ti^tnmg  A fV»vqihi«ij» 

1-6  Lembard  St,  EOV  »A<L  London 
TcLOni  9296633  Fac  0171 9296644 
Enrat  bndmri^laidsncoiil 

LONDON 


JANUARY  27- 29 

Mnhfci  -pwftMra  lb  flunciar  tnonSMigo 

Facility  Documentation 

• Type*  of  Borrower  and  their  legal 
identity  • Facility  Letrcn  and  Ccrvmar®, 
Letters  of  Comfort  • Ijmrhng.  Guarantee 
and  Srqrily  DOCTmnnJOoa.  Rcgracmon 
Phudun  * Ftnal  und  Floating  Qcsgci, 
Priontic*  ■ Legal  Rcqnucmenis  and 
Obbgatioo*.  Regulatory  Envumunetn 

• Common  Mistake*  and  Problems. 
Dealing  wnh  Dcfadi* 

3 Days 

Cob— cc  Bochin  Training  & Counluiig 
1-4  Lombard  SL  EG3\'  9AA.  London 
Td:  0171 929  6633  Fav  0171  9?i  6M 
Email:  hsrchinyhirchmrtmi 
LONDON 

FEBRUARY  10  - 12  1999 
Acfvnncod  Financial  ModatHng 

with  Exeat 

Mortal  dotes  da*  ta  popular  dtauxnd) 
Aimed  & dmc  whose  work  mvuh-ei  ihe 
u»  of  Excel  to  develop  financial  nuJds 
panienbiriy  ihose  in  hU:A.  acqinsiiwa 

flmtirii^i  Till  pniJBCI  finMir#  Modeling 

techniques  include  • array  arithmetic 

• linear  legnswi  • cptnwooen  ■ mc«e 
carlo  shnubtion  • financial  framework 
for  modelling  • development  of  a fully 
integrated  acquisition  model  * assumes 
inamedwie  knowledge  of  Euxi 

Contact:  Zoc  Davies  at  FSMD  for  detmls 
Tel:  44  (011626  530050 
Fax:  44  (01625  523937 
E-Mail:  trarangfiPfuinlcaai. 

LONDON 


To  advertise  in 
Conferences  & Courses 
Contact:  Jade  Sanderson 
Phone:  +44  171  873  3507 
or  Fax:  +44  171  873  3765 


To  advertise  contact  Jade  Sanderson  on  +44  X71  873  3507  or  Fax  +44  171  873  3765 
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PROFILE  FRANCK  RIBOUD,  CHAIRMAN  AND  CHIEF  EXECUTIVE  OF  DANONE 

Ahead  of  the  crowd 


John  Wiltman  and  Samer  Iskandar  find  the 
French  business  chief  has  a commitment  both  to 
shareholder  value  and  outrunning  the  competition 


There  is  nothing  Franck 
Riboud  likes  quite  so 
much  as  to  be  in  the 
crowd  at  a football  match. 

“A  stadium  with  50.000  people 
is  a wonderful  thing.”  says  the 
tousle-haired  chairman  and  chief 
executive  of  Danone.  “I  love  to  be 
part  of  Xhefcte  [party  J." 

Understandable  for  a self-con- 
fessed sports  fanatic  who  has  just 
joined  the  board  of  Paris  St  Ger- 
main, one  of  France's  leading  soc- 
cer clubs.  But  not  what  one 
would  expect  Cram  a French  busi- 
ness chief  who  delights  in  stand- 
ing out  from  the  crowd  with  his 
commitment  to  Anglo-Saxon  con- 
cepts such  as  shareholder  value. 

Yet  Mr  Riboud  sees  no  differ- 
ence between  playing  the  sports 
he  loves  and  running  a large  con- 
sumer company  on  behalf  of  the 
shareholders.  Whatever  you  do, 
you  should  atm  to  be  in  the  top 
team  - and  that  means  outrun- 
ning the  competition  using  all 
the  weapons  available  to  you. 

“Better  a good  garagiste 
[mechanic]  than  a bad  bachelier 
[high  school  graduate]”  as  his 
father  Antoine,  who  founded 
Danone  30  years  ago,  used  to  say. 

“It  didn't  matter  so  much  if  1 
didn't  do  well  in  class,”  says  Mr 
Riboud.  “But  with  football  or  ski- 
ing or  tennis,  my  father  always 
said  you  were  wasting  your  time 
if  you  weren't  in  the  best  team.” 


Shareholder  value  has  cer- 
tainly helped  Danone  pull  away 
from  its  competitors  In  the  two 
and  a half  years  since  Mr  Riboud 
succeeded  his  father  at  the  helm. 
The  group,  once  a sprawling  food 
conglomerate,  has  been  dramatic- 
ally transformed  into  a business 
which  focuses  on  dairy  products, 
biscuits  and  water. 

Low-margin  businesses  such  as 
grocery  and  confectionery,  which 
accounted  for  more  than  10  per 
cent  of  sales,  have  been  sold.  The 
BSN  glass  container  division  - 
the  original  Danone  business  - 
has  been  pooled  in  a joint  ven- 
ture with  Gerresheimer  of  Ger- 
many Cor  stockmarket  dotation 
in  the  future. 

The  group  has  bought  back 
shares,  jumped  over  the  neces- 
sary corporate  governance  hur- 
dles for  a Wall  Street  listing  and 
adopted  retum-on-capital  targets 
to  measure  performance.  The 
reward  has  been  a doubling  or 
the  share  price  since  Mr  Riboud 
unveiled  his  restructuring  in  May 
1997  - a stock  market  reassess- 
ment that  has  catapulted  Danone 
into  the  league  of  giants  that 
includes  Unilever  and  Nestle. 

Mr  Riboud  says  bis  strategy  is 
very  simple:  “We  asked  ourselves 
how  we  could  match  those  com- 
panies two  or  three  times  bigger 
than  us  while  competing  with 
specialists  half  our  size,  such  as 


Essential  Guide  to  Franck  Riboud 


Bom:  November  1955. 
Education:  graduated  with  a 
diploma  in  engineering  from  the 
Ecole  Polytechnrque  in  Lausanne, 
Switzerland  ‘m  1979. 

Career  ladder:  joined  the  BSN 
Group  in  1 980  and  worked  in  a 
variety  of  jobs,  primarily  in  sales 
and  marketing.  Positions 
included  brand  manager,  sales 
representative,  regional  manager, 
sales  manager,  key  account 
sales  manager  and  department 
manager  at  head  office.  Has 
worked  in  most  of  the  group's 
divisions,  including  grocery,  fresh 
dairy  products,  biscuits  and 
mineral  water. 

Was  involved  In  the  1989 
acquisition  of  Nabisco's 
European  operations,  then  the 
largest  acquisition  in  the  US  by  a 
French  group,  which  made  BSN 
Europe's  biggest  biscuit-maker. 
General  manager  of  Evian  Water 
in  1990.  he  acquired  Volvic  in 


1992  and  launched  a new 
mineral  water  La  Salvetat 
Became  general  manager, 
development  in  1992. 
Responsible  for  the 
internationalisation  of  the  group 
which  led  to  the  adoption  of  the 
Danone  name  in  1994.  Joined 
the  board  in  August  1994  as 
vice-president  and  was 
appointed  chairman  and  chief 
executive,  succeeding  his  father 
Antoine,  in  May  1996. 

Aims: 

• to  refocus  Danone  around 
fresh  dairy  products,  biscuits  and 
beverages  - mainly  water. 

• to  internationalise  the  group 
by  raising  sales  outside  western 
Europe  to  33  per  cent  of  total. 

• to  lift  sales  of  Danone  brand 
to  FFr40bn  a year  by  2000. 

• to  raise  operating  margins  to 
at  least  10.5  per  cent. 

• to  achieve  a return  on 
invested  capital  of  10  per  cent 


Kellogg's  or  Barilla.  We  decided 
to  rqfocus  on  products  where  we 
have  leading  positions  with  the 
greatest  growth  potential” 

In  fresh  dairy  products,  such  as 
yoghurts.  Danone  has  15  per  cent 
of  a global  market  valued  at 
$37bn  (£22bn)  and  there  are  no 
close  contenders  for  the  title  of 
world’s  biggest  yoghurt  maker. 
Its  share  of  the  $34bn  biscuit 
market,  at  8 per  cent,  is  far  ahead 
of  Nabisco,  the  number  two. 

In  bottled  water,  Evian  and  the 
rest  of  the  group's  stable  have 
more  than  10  per  cent  of  the 


‘1  was  bom  in  the 
right  place  but  If 
i had  not  been  the 
right  man  for  the  job, 

I would  not  have  got  if 


$21  bn  global  market,  coming  sec- 
ond only  to  Nestle.  Danone  has 
recently  boosted  Its  position  in 
the  US  market  by  buying  Aqua- 
perm,  which  should  produce  cost 
savings  as  the  two  businesses  are 
merged  and  take  it  into  third 
place. 

“The  bottled  water  market  is 
growing  at  15  per  cent  a year,” 
says  Mr  Riboud.  “The  potential  is 
huge  - western  Europeans  drink 
around  100  litres  a year,  while 
Americans  drink  15. 

“If  you  have  the  brands  and 


the  strategy,  you  can  imagine 
everyone  could  drink  the  mini* 
amount  [in  the  US]  as  in  Europe. 
There  is  the  same  potential  in 
biscuits.  And  in  daily  products, 
we  have  15  per  cent  of  the  global 
market  but  we  get  that  from  just 
8 per  cent  of  the  world's  popula- 
tion.” 

He  also  expects  to  gain  market 
share  from  the  growth  in  con- 
sumption of  branded  products. 

“Look  at  India,  where  the  mar- 
ket for  biscuits  is  1m  tonnes  a 
year,  of  which  360,000  tonnes  is 
branded.  Our  share  of  the 
branded  segment  is  39  per  cent 
but  every  day  of  every  year  con- 
sumers with  growing  buying 
power  switch  from  bulk  products 
to  branded  packs.” 

Danone,  the  brand,  already  has 
sales  of  FFr25bn  (£LS5bn)  a year, 
making  it  one  of  the  world's  larg- 
est in  food.  The  group's  top  five 
brands  account  for  more  than 
half  the  FFrSObn  annual  sales. 

“The  brand  strategy  is  clean  as 
few  brands  as  possible  with  maxi- 
mum turnover  behind  them.  That 
allows  you  to  maximise  advertis- 
ing spending,  new  product  devel- 
opment and  research.” 

The  faster  growth  in  branded 
products  in  emerging  markets  is 
behind  another  of  Mr  Riboud’s 
targets:  to  raise  sales  outside 
western  Europe  from  around  5 
per  cent  of  the  total  in  1992  to  a 
third  by  2000.  Today  it  has 
reached  24  per  cent,  helped  by 
acquisitions  such  as  Acqua, 
Asia's  largest  water  business, 
and  Delicja,  the  leading  biscuit- 


• to  apply  economic  value 
added  throughout  the 
organisation. 

Corporate  ctdfiure:  an 
international  group  that  brings 
together  people  from  many 
nations  who  respond  to  the 
challenge  of  working  for  Danone. 
Top  executives  come  from.a 
range  of  companies,  including 
PepsiCo,  Procter  & Gamble  and 
Benckiser.  Wants  the  culture  of 
the  group  to  be  “Latin”  in  its 
openness  to  new  ideas,  the 
enthusiasm  of  those  who  work 
for  it  and  its  “humanism". 

Time  out:  loves  an  sports, 
including  football,  rugby,  tennis, 
skiing  and  sailing.  Board  member 
of  Paris  St  Germain.  Reads 
L'Equipe  every  day.  Father  of 
three  children.  Likes  to  get  away 
from  work  at  weekends  to  spend 
time  with  his  family.  Believes  “life 
balance”  between  work  and  play 
is  essential. 


maker  in  Poland. 

The  disposals  are  largely  over, 
he  says,  if  only  because  selling 
any  of  the  remaining  businesses 
at  current  interest  rates  is  likely 
to  dilute  earnings.  That  applies 
particularly  to  Danone's  brewing 
operation:  Kronenbourg  in 
France  has  more  than  half  the 
market,  while  San  Miguel  is  the 
leader  in  Spain  with  almost  a 
third  of  market  share. 

“This  a very  good  business  in 
terms  of  cash-flow.  It  creates 
value  for  the  shareholders,”  Mr 
Riboud  enthuses.  \ 

“I  have  the  leading  brands  in 
France  and  Spain  and  no  one  can 
touch  me  in  those  countries. 
Within  two  or  three  years,  there 
may  be  some  consolidation  in  the 
European  brewing  industry  and 
we  will  have  two  beautiful  tick- 
ets for  that. 

“It  is  not  for  sale,”  he  adds 
emphatically. 

At  43.  Mr  Riboud  has  emerged 
from  his  father's  shadow.  He  evi- 
dently gets  great  enjoyment  out 
of  running  a business  he  says  he 
never  intended  to  join. 


After  graduating  as  an  engi- 
neer, his  intention  was  to  pursue 
his  love  of  sports  by  working  for 
Rossignol,  the  ski  manufacturer. 
In  the  US. 

He  had  spent  a year  wind-surf- 
ing with  France’s  world  champi- 
onship team  and  derided  to  get 
some  business  experience  with 
Danone’s  Panzani  pasta  subsid- 
iary while  waiting  for  his  green 
can!  The  North  American  snows 
failed  two  years  in  succession, 
Rossignol  dosed  its  US  factory 


and  Mr  Riboud  decided  to  stay 
with  the  family  company. 

“I  started  as  a sales  representa- 
tive without  any  idea  of  becom- 
ing chairman.  I just  did  my  job 
step  by  step  as  a good  rep  and  a 
good  manager. 

“My  father  never  told  me  I was 
going  to  be  chairman  - that  was 
never  his  idea.  The  first  time  he 
discussed  it  with  me  was  when  I 
was  running  the  Evian  company 
In  1992,  four  years  before  I 
became  chairman. 


“I  was  bom  in  the  right  place 
and  I have  been  very  lucky  but  if 
I had  not  been  the  right  man  for 
the  job,  1 would  not  have  got  It  V 
Looking  ahead.  Mr  Riboud 
his  main  challenge  being  to  kee| 
Danone  evolving  and  to  stay'  : 
ahead  of  the  competition. 

“Ours  is  not  a one-shot  strat- 
egy. We  are  living  in  a fast-mov- 
ing world  that  is  changing  more 
quickly  than  ever.  A group  like 
Danone  has  to  be  very  flexible, 
very  responsive." 
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ON  THE  WEB 


Online  shopping  with 
a click  on  your  wallet 


A piece  of  software  which  stores  personal  information  and 
credit  card  data  could  save  users  hours  on  their  home  PCs 


If  you  have  ever  sighed  with 
irritation  at  the  prospect  of 
supplying  your  personal 
details  to  a web  site  for  the 
umpteenth  time  In  a month. 
Bill  Gross  of  IdeaLab  has  a 
product  for  you. 

IdeaLab  is  a company  in 
Los  Angeles  that  acts  as  an 
“incubator"  for  new 
electronic  commerce 
ventures,  providing  finance, 
infrastructure  and  expertise 
for  start-ups  in  return  for  " 
fees  and  a slice  of  equity. 
Familiar  names  from 
IdeaLab  already  mentioned 
in  this  column  indude 
WeddmgChanneLcom,  eToys, 
IdeaMarket  and  GoTo.com. 

Some  of  the  company’s 
ventures  come  from 
entrepreneurs  who  bring  in 
ideas.  The  latest  is  one 
generated  by  Mr  Gross 
himself.  Called  eWallet,  it  is 
wondrously  simple.  Mr 
Gross's  idea  is  a piece  of 
software  sitting  on  the  PC 
where  you  keep  personal 
and  credit  card  data,  which 
can  be  released  to  a web  site 
in  a single  point-and-drag 
operation  - saving  you  the 
trouble  of  entering  the  same 
data  hundreds  of  times. 

The  software,  freely 

available  at 

wiow. ewaUeLcom,  took  me 

five  minutes  to  download, 
five  seconds  to  install  and 
another  four  minutes  to  set 
up.  When  powered  up.  it 
shows  a window  that  looks 
like  the  front  of  a leather 
wallet. 

To  run  it.  you  need  only- 
type  your  name  and  a 
password.  The  wallet  then 
opens,  revealing  on  the  left 
hand  side  a set  of  “pockets” 
containing  Visa  and  Master 
cards,  plus  a “card"  for  your 


personal  data.  On  the  right 
side,  the  wallet  contains  a 
set  of  shopping  “buttons" 
that  take  you  in  a single 
click  to  a number  of 
prominent  merchants. 

Now  comes  the  clever  bit. 
Next  time  a web  site  asks 
you  for  information,  you 
power  up  eWallet  and  simply 
drag  an  icon  from  the 
eWallet  window  over  to  the 
web  page.  This  will  then 
automatically  enter  the 
appropriate  details  (card, 
personal  or  both)  into  the 
web  site’s  registration  form, 
leaving  you  to  make  the 
final  decision  whether  to 
dick  the  submit  button  and 
send  the  information. 

The  package  works 
entirely  on  the  cbent  side  - 
on  your  PC.  Rather  than 
sending  anything  over  the 
Web,  or  giving  information 
to  an  eWallet  server,  the 
software  contains  a set  of 
mappings  that  guess  what 
fields  are  required  on  the 
web  site,  and  ensures  that 
the  appropriate  information 
from  your  wallet  is 
delivered.  The  result  is  that 
entering  the  data  once  may 
save  you  from  typing  it 
hundreds  of  times. 

eWallet  requires  no 
programming  from 
merchants.  The  company's 
technical  team  has  already 
visited  the  200  most  popular 
frcommerce  sites 
(accounting,  they  believe  for 
90  per  cent  of  online  sales) 
and  made  sure  that  the 
software  works  correctly 
with  their  web  forma. 

For  smaller  merchants,  a 
free  software  tool  mil  be 
introduced  in  1999  that 
allows  them  to  make  their  . 
registration  forms  eWallet 


compliant 

I had  expected  the 
company  to  offer  thw 
software  free,  but  to  charge 
web  site  and  e-commerce 
merchants  a fee  each  time  it 
Is  used  to  provide  them  with 
a new  customer's 
information.  That  is  not  the 
strategy  outlined  by  Francis 
Costello,  30.  a former 
McKinsey  consultant  and 
Harvard  MBA  who  is 
e Wallet’s  chief  operating 
officer.  Although  Mr  Costello 
fudges  the  question  with  a 
“no  plans  at  present" 
formula,  it  sounds  as  though 
the  plan  is  to  make  money 
only  from  selling  promotions 
inside  the  wallet  to  business 
partners. 

“It's  about  putting 
something  on  the  desktop 
that  people  use  when  they 
go  shopping;  creating  a 
valuable  piece  of  real 
estate,”  he  explains. 

The  secret  is  that  eWallet 
contains  an  “update” 
function,  by  which  it 
periodically  checks  for  an 
internet  connection,  phones 
home  and  then  downloads 
special  offers  and 
promotions. 

These  may  be  deals  on 
products  and  services  sold 
online,  or  on  credit  cards. 

The  package  also  has  links 
to  search  engines,  so  eWallet 
could  make  referral  fees 
from  portals,  too. 

Mr  Gross  had  the  idea  in 
April,  and  the  product  was 
ready  for  launch  the  day 
before  Thanksgiving: 
November  25.  Since  then,  Mr 
Costello  says  the  package 
has  been  downloaded  250.000 
times.  Mr  Gross  had  hoped 
for  im  downloads  in  1998, 
but  the  figure  is  still 


respectable. 

According  to  Mr  Costello, 
eWallet  has  spent  $lm  on 
development  and  running 
costs,  plus  another  $lm  on  a 
radio  and  online  marketing 
campaign  to  encourage 
downloads. 

Mr  Costello  explains  that 
eWallet  users'  high 
propensity  to  buy  makes 
each  customer  very 
valuable.  Although  it  is  too 
early  to  tell,  he  expects  each 
download  to  be  worth 
between  $10  and  $200  to  the 
company. 

Gearing  up  for  growth,  the 
company  has  opened  offices 
in  San  Diego,  is  Increasing 
staff1  from  20  to  25.  and  is  - 
planning  Joint  marketing  -tj 
deals  with  merchants. 

I have  only  one  concern  J 
about  the  business  model. 

By  comparison  with  other 
software,  it  suffers  from  a 
small  problem.  Because 
many  content  sites  have 
given  up  asking  for 
registration  information, 
most  users  win  start  out 
expecting  to  pull  out  the 
wallet  only  when  they  make 
a first  purchase  with  a new 
merchant;  something  that 
happens  less  often  than  one 
might  think,  particularly  as 
customers  become  used  to 
dealing  with  a small  number 
of  trusted  merchants. 

The  company  may  find 
that  the  number  of  times 
each  month  users  look  at 
their  eWallete  is  an 
important  factor  in  its  vab£- 
If  the  number  cannot  be 
raised  quickly,  the  busi 
may  turn  out  to  be  less 
attractive  than  it  first 
appears. 
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Uicy  KeUaway  returns  next 
week. 
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Th©  only  nam©  youll  ne©d  today.  Forget  that  first  coffee.  Forget  arranging  lunch.  Forget  everything  until  you've  typed  EURO 

on  your  Reuters  screen.  Right,  you  have  now  got  access  to  all  the  information  you  need  to  start  trading.  What?  By  all  means,  take  your  jacket  cff. 
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INSIDE  TRACK 


BUSINESS  TRAVEL  THE  COST  OF  FLYING 


The  highs 
and  lows 


of  air  fares 


The  Introduction  of  the  ' 
euro  will  increase  airline 
price  transparency  and 
reveal  anomalies,  writes 

Gillian  Upton 


JT.The  arrival  of  the  euro 

will  reveal  the  significant 

»,  * a differences  In  the  fares 
European  airlines  charge  their 
customers  for  flying  the  same 
route.  But  there  is  little  chance 
that  increased  price  transparency 
will  force  down  air  fares  this  year 
because  demand  from  business 
travellers  is  so  strong. 

The  anomalies  originate  from 
before  airline  deregulation  in 
1993  when  the  International  Air 
Transport  Association,  in  which 
airlines  negotiate  fare  structures, 
set  all  air  fares.  The  five  or  six 
published  Cares  that  existed  then 
were  set  in  currency  units  which 
equated  with  the  dollar.  Discrep- 
ancies arose,  but  only  some  of 
them  were  corrected. 

Over  the  past  five  years  air- 
lines have  been  able  to  set  their 
own  fare  levels,  responding  to 
supply  and  demand  and  the  pres- 
ence or  not  of  a low-cost  carrier. 
Today,  there  are  as  many  as  40 
fare  levels  on  any  route. 

Airlines  adjust  their  fares 
according  to  the  time  of  day, 
demand  for  seats,  time  of  year 
and  relative  strength  or  other- 
wise of  exchange  rates.  This  max- 
imises the  airline's  revenues  but 
penalises  customers  who  want  to 
fly  a popular  route  or  travel  at  a 
busy  time,  and  even  for  flying 
into  a country  whose  currency  is 
stronger  than  their  own. 

The  recent  competition  from 
low-cost  airlines  has  helped  bring 
down  air  fares  but  discrepancies 
have  been  shielded  within 
Europe  by  different  exchange 
rates.  The  euro  should  reveal 
these  differences  because,  with  a 
few  exceptions,  there  will  be  the 
same  currency  at  both  ends  of 
the  route. 

“We  know  there  .are  price 
anomalies  and  they  wifi  be  some- 
thing to  bargain  with  the  air- 


lines.” says  Ray  Wooldridge,  the 
manager  who  purchases  business 
travel  for  British  Aerospace 
Defence  Systems,  a division  of 
British  Aerospace.  “The  airlines 
are  not  giving  us  any  promises 
and  in  the  short  term  there  are 
going  to  be  no  gains  at  all.” 

Here  is  an  example.  It  costs 
L330.000  (£119)  for  a business 
traveller  to  fly  economy  class  on 
Alitalia  from  Milan  to  London 
City  airport,  but  L299.000  (£1081 
for  the  same  executive  to  return 
ffom  London  City  to  Milan.  Alit- 
alia explains  that  thp  Sam  flight 
from  Milan,  which  gets  to  Lon- 
don at  9am,  is  very  popular 
because  it  allows  a full  day's 
work.  But  the  inbound  flight 
from  London  leaves  at  9.30am, 
reaching  Milan  at  noon.  Half  the 
working  day  has  gone.  To  stimu- 
late sales  out  of  London.  Alitalia 
offers  seats  at  lower  prices. 

There  are  much  larger  differ- 
ences, usually  offered  by  a 
national  airline  outside  its  home 
base  and  always  by  foreign  air- 
lines. A British  business  person 
wanting  to  go  to  New  York  would 
be  more  than  £700  better  off  fly- 
ing Concorde  on  Air  France  via 
Paris  than  flying  from  London 
with  British  Airways,  the  home 
carrier.  The  Air  France  London- 
Paris-New  York  air  fare  is  £4534 

compared  with  the  BA  direct 
flight  fare  of  £5,706.  BA's  higher 
price  reflects  the  greater  demand 
in  London  than  in  Paris  for 
flights  to  New  York  on  Concorde. 

Travellers  will  obviously  weigh 


financial  times 
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planes.”  claims  David  Robinson, 
general  manager  of  Airline  Net- 
work. which  sells  discounted 
business-class  air  fares.  “It  may 
add  an  hour  and  a Half  to  their 
journey  but  It  may  save  them 
£1,500.  If  you're  flying  that  route 
ID  times  a year  you  cant  say  no 
to  a saving  of  £15.000.” 

Half  the  750-strong  UK  mem- 


The  introduction  of  the  euro  will  make 
business  travellers  aware  of  how  much 
money  airlines  are  making  out  of  them’ 


up  the  extra  travelling  time 
involved  against  the  saving.  For 
the  chairman  of  a multinational 
it  might  not  be  a persuasive  argu- 
ment, but  for  a small-  to  medium- 
sized company  a £722  saving  is 
significant. 

“People  do  not  mind  nhanging 


bership  of  the  Institute  of  Travel 
Management  are  big  travel  pur- 
chasers and  Its  chairman, 
Loraine  Holderoft,  is  looking 
carefully  at  European  air  fores. 
“There  are  a lot  of  price  differen- 
tials currently  being  excused  by 
exchange  rates  and  we'll  take 


actum  if  necessary." 

However,  the  introduction  of 
the  euro  will  not  put  the  airlines 
under  any  obligation  to  lower 
fores  and  because  of  the  strong 
demand  from  business  travellers, 
they  are  obviously  not  inclined  to 
do  so.  The  Association  of  Euro- 
pean Airlines  (AEA)  says  it  is  not 
an  issue  for  its  member  airlines, 
despite  knowing  “there  are  sig- 
nificant price  anomalies”. 

The  AEA's  complacency  is 
echoed  by  leading  European  air- 
lines. “We  wifi  have  to  react  to 
[the  effects  of  the  euro]  and  what 
the  competition  is  doing  and  the 
potential  loss  if  we  lower  the  air 
fore.”  says  Marglt  Napier,  a man- 
ager for  Lufthansa’s  biggest 
global  corporate  accounts. 

ft.m  believes  there  will  be 
downward  pressure  on  pricing, 
“but  whether  we  accede  to  it  or 
not  is  another  matter",  says 
Peter  Cornwall,  director  of  sales. 

A few  airlines  have  been  ratting 


action  before  the  euro’s  introduc- 
tion. Aer  Ltngns's  spokesperson 
Declan  Conroy  says  the  airline 
has  made  small  price  adjust- 
ments over  the  past  18  months 
“to  move  towards  an 
equalisation,  particularly  on 
one-way  and  business-class 
fores”. 

A recent  Paribas  study  on  avia- 
tion and  the  euro  gives  no  hope 
to  consumers  of  lower  air  fores.  It 
concluded  that  “air  fares  will 
remain  completely  dominated  by 
route-specific  demand  factors  for 
one  flight  or  one  day  at  one  spe- 
cific time  of  the  day”. 

Although  the  euro  will  not  help 
reduce  air  fores  In  the  short 
term,  it  will  make  business  trav- 
ellers aware  of  how  much  money 
airlirtffl  are  making  out  of  them. 
They  can  only  hope  that  compa- 
nies with  a lot  of  purchasing 
muscle  will  put  pressure  on  air- 
lines to  smooth  out  price  varia- 
tions. 


TRAVEL  UPDATE 


Change  in  airline 
ticket  pricing 
prompts  warning 


Watch  out  for  sneaky  fare 
increases  as  airlines  prepare  to 
change  the  way  they  show  ticket 
prices,  warns  Britain’s  Guild  ot 
Business  Travel  Agents.  Its 
suspicions  have  been  aroused  by 
a Civil  Aviation  Authority  decision 
to  allow  carriers  flying  from  the 
UK  to  separate  the  passenger 
service  charge,  which  covers 
airport  extras  such  as  security, 
policing  and  the  provision  of 
flight  information.  The  change  is 
expected  to  come  into  effect 
early  this  year.  The  guild  is 
advising  members  to  aid  the 
separated  elements  to  ensure 
they  do  not  exceed  the  previous 
equivalent  fare.  It  is  also 
recommending  that  all  business 
travellers  do  the  same.  “We 
cannot  understand  why  the  CAA 
is  allowing  a quite  normal  cost  of 
doing  business  to  be  shown 
separately  as  though  it  is  a tax," 
says  Don  Lunn,  chairman  of  the 
guild’s  air  working  party.  “With 
the  government’s  APD  [Air 
Passenger  Duty]  already  on  the 
tickets,  this  is  just  a way  of 
adding  to  the  complexities  of  air 
travel  pricing.” 


Marco  Polo  opens 
hotel  in  Davao 


The  Marco  Polo  group,  based  in 
Hong  Kong,  has  opened  a hotel 
in  Davao,  the  fastest  growing  city 
in  the  Philippines  and  main 
economic  centre  on  the  southern 
island  of  Mindanao.  This  is  what 
is  known  as  a “soft  opening”,  so 
only  half  the  245  rooms  and 
suites  are  ready  for  use,  but  the 
outdoor  swimming  pool  Is 
available  and  most  of  the 
restaurants  are  functioning. 
Everything  should  be  open  by 
March,  accordmg  to  the 
company  - including  two 
executive  floors.  The  hotel  is  in 
Davao's  business  district,  which 
is  some  15  minutes  from  the 
airport. 

Other  facilities,  which  are  either 
open  or  close  to  completion, 
include  a 24-hour  business 
centre,  meeting  rooms  with 
state-of-the-art  audio  visual 
equipment  and  a gym.  Guests 
staying  at  the  hotel  are  being 
offered  50  per  cent  off  published 


Hotels  to  make 
‘recession’  offers 


British  hoteliers  win  offer  value 
added  packages  rather  than 
discounts  to  tempt  business 
customers  if  the  UK  slides  into 
recession,  predicts 
London-based  BOO  Hospitality 
Consulting.  These  could  Include 
bed,  breakfast,  dinner  and  a 
bottle  of  wine  thrown  in  at  a 
guaranteed  price,  making  it 
easier  for  corporate  buyers  to 
control  travel  budgets.  Jonathan 
Langston,  joint  managing 
director,  says:  “I  think  hotels  are 
in  better  condition  to  take  this 
approach  than  they  were  during 
the  last  recession.  Then  there 
had  been  such  huge  demand 
that  they  suffered  a hard  landing. 
Now  they  are  already  offering 
better  value  for  money  and  will 
be  seeking  to  take  pre-emptive 
action  rather  than  get  Into  a 
spiral  of  discounting,  from  which 
it  is  so  difficult  to  recover."  Is  the 
industry  seeing  signs  of  a 
downturn?  Business  guests  are 
cutting  short  their  stays,  he  says, 
-but  are  still  not  haggling  over 
prices  at  the  desk". 


BA  to  issue  Go 
flight  vouchers 


Passage  to  India 


Travellers  to  India  may  soon  be 
able  to  get  visas  on  arrival. 
Reports  suggest  the  Indian 
government  is  considering  the 
move  as  a way  of  attracting  more 
tourists.  With  1999  designated 
“Visit  India  Year”,  travel 
companies  hope  the  change  wfll 
take  place  by  the  spring. 
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Business  travellers  paying  full 
fares  with  British  Airways’ 
low-cost  subsidiary  Go  will 
receive  vouchers  worth  £40 
towards  the  price  of  subsequent 
flights  with  the  airline.  The  deal  is 
available  to  customers  travelling 
from  today  until  February  10,  and 
the  vouchers,  which  are 
transferable,  can  be  used  on  any 
flight  taken  by  March  25. 
Launched  last  spring,  the  carrier 
operates  from  London  Stansted 
to  Rome,  Milan,  Bologna,  Venice, 
Copenhagen,  Munich,  Lisbon 
and  Edinburgh. 
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The  union  of  the  Commercial  Bank  of  Korea  and 
Hanil  Bank  has  created  a new  banking 
powerhouse  with  a combined  156  years  experience. 

The  new  Hanvit  Bank  offers. the  breadth  of  services  and 
the  depth  of  experience  required  to  serve  customers  globally. 
As  the  largest  bank  in  Korea.  Hanvit  provides  clients 
the  expertise  and  regional  market  knowledge  essential 
in  capturing  opportunities  in  a revitalized  Korea. 

Hanvit  Bank,  Korea’s  answer  to  all  your  banking  needs. 
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BUSINESS  EDUCATION  WHARTON  DIRECT 
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could  hit 
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Wharton's  distance 
learning  experiment 
is  being  watched 
closely,  writes 

John  Authers 
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Roger  Bray 


Every  Wednesday 
evening  for  six  weeks 
late  last  year,  a group 
of  young  executives  gath- 
ered in  a small  lecture  room 
near  Grand  Central  station 
in  Manhattan.  The  room 
bears  a passing  resemblance 
to  the  bridge  of  the  USS 
Enterprise,  and  they  sat  in 
comfortable  swivel  chairs 
with  a computer  console  at 
each  desk.  For  three  hours 
at  a time,  they  battled  with 
the  most  demanding  con- 
cepts a business  professor 
threw  at  them. 

The  sessions  were  intense, 
with  the  professor  frequently 
stopping  to  can  for  contribu- 
tions from  individuals. 
Sometimes  he  asked  for  a 
show  of  hands  on  some  con- 
fttentious  issues.  At  others 
the  students  broke  out  to 
discuss  a case,  illustrating 
points  with  a squeaky  pen 
on  a board. 

They  whispered  to  each 
other,  and  took  away  assign- 
ments, knowing  that  they 
could  check  them  on  the  web 
for  the  rest  of  the  week. 

What  was  unusual  about 
the  scene  - apart  from  the 
quality  of  the  technology 
and  the  lecture  room  - was 
that  it  was  repeated  simulta- 
neously In  29  cities  across 
the  US.  Despite  the  intense 
business  school  air,  260 
students  took  each  class  at 
once. 

The  professor,  who 
appeared  on  a large  screen, 
is  a member  of  the  faculty  at 
the  University  of  Pennsylva- 
nia's Wharton  schooL 
The  scheme  is  called 
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Wharton  Direct,  and  it  is  an 
ambitious  attempt  to  offer  a 
full  Wharton  executive  edu- 
cation to  a mass  audience, 
without  watering  dawn  qual- 
ity or  damaging  the  school’s 

brand. 

The  project  is  a joint  ven- 
ture with  Caliber  Learning, 
a company  which  spun  off  in 
1997  from  Sylvan  Learning 
Systems,  a large  private-sec- 
tor  education  provider.  It  is 
now  testing  the  potential  of 
applying  “distance  learning” 
- usually  taken  to  mean 
correspondence  courses  or 
education  offered  over  the 
internet  - to  high-grade 
business  education. 

Wharton  Direct’s  potential 
significance  for  executive 
education  in  the  US  is 
immense,  and  the  rest  of  the 
business  school  sector  is 
watching  closely. 

There  is  vast  potential 
demand  for  executive  educa- 
tion to  be  packaged  so  that  it 
can  Gt  into  a bus)'  career, 
but  it  has  so  far  been  domi- 
nated by  the  business 
schools  of  state  universities, 
and  the  private  sector  profit- 
making  chains  run  by  com- 
panies such  as  Apollo  and 
DeVry  - not  the  bigger  inter- 
national names. 

According  to  Dave  Wilson, 
head  of  the  Graduate  Man- 
agement Admissions  Coun- 
cil: “Wharton  Direct  has 
really  turned  up  the  heat. 
What  you  are  seeing  with 
.Wharton  and  Caliber  is  a 
natural  alliance.  Now  all  of 
these  students  can  have 
Wharton  interacting  with 
them.  I think  others  are 
going  to  follow  with  some- 
thing like  it,  but  I think  they 
are  prepared  to  let  Wharton 
try  this  one  out  by  them- 
selves." 

One  of  the  key  advantages 
of  the  service,  he  points  out, 
is  that  it  allows  executives 
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to  keep  up  with  the  course 
even  if  the)'  are  moving 
around  the  country  - an 
advantage  that  conventional 
universities  cannot  match. 
Until  now,  the  only  way  to 
compete  with  the  private- 
sector  chains  has  been  to  try 
to  form  large  alliances  of 
universities  in  different 
regions,  an  exercise'  fraught 
with  academic  politics.  - 
The  division  of  responsibil- 
ities between  Wharton  and 


developing  software  which 
allows  for  much  more  inter- 
activity than  is  possible  over 
the  web. 

This  requires  human 
back-up.  Each  professor,  sit- 
ting In  a room  in  Philadel- 
phia. is  surrounded  by  a 
group  of  eight  teaching 
assistants  - mostly  drawn 
from  the  ranks  of  graduate 
students  or  Junior  research- 
ers. 

As  participants  around  the 


Professors  can  watch  each  classroom 
on  a screen  and  can  put  a class  on 
the  spot  with  an  unexpected  question 


Caliber  is  clear-cuL  Wharton 
is  responsible  for  all  aca- 
demic content,  providing 
professors  and  setting  the 
curriculum.  Caliber  provides 
all  the  infrastructure  to 
make  the  project  work, 
including  the  networks,  the 
software  and  the  lecture 
halls. 

Caliber  has  made  a big 
investment  in  developing 
infrastructure  for  distance 
learning,  installing  well- 
equipped  lecture  rooms 
throughout  the  US,  and 


country  ask  questions,  by 
sending  a typed  message,  the 
assistants  can  either  answer 
them  directly,  or  pass  them 
on  to  the  professor,  who  may 
answer  them  “live”  for  the 
rest  of  the  nation. 

Each  classroom  around 
the  country  has  the  backing 
of  another  facilitator,  armed 
with  a headset  and  mouth- 
piece. 

Professors  are  working 
hard  on  translating  their 
style  to  the  new  medium. 
They  can  watch  each  class- 


room on  a screen,  and  - 
following  cues  offered  by 
facilitators  - can  suddenly 
put  an  individual  classroom 
on  the  spot  with  an  unex- 
pected question:  “Say,  bow's 
all  this  sound  to  you  at  the 
moment,  Minneapolis?” 

Minneapolis  suddenly 
appears  on  screens  around 
the  country.  A student, 
taken  off  guard,  says:  “Er, 
it's  pretty  unrealistic." 

The  banter  continues,  with 
the  aid  of  graphics  on  a 
board,  and  with  exhibits  that 
appear  on  the  screens  at  stu- 
dents' desks.  Students  can 
access  all  the  transcripts 
from  each  three-hour  session 
on  a secure  web  site  for  the 
rest  of  the  week. 

At  the  end  of  the  course, 
business  plans  they  have 
drawn  up  over  the  six  weeks 
can  he  physically  submitted 
to  Wharton  professors  for 
evaluation. 

In  New  York,  students 
seemed  to  enjoy  themselves, 
commenting  that  the  array 
of  methods  at  their  finger- 
tips to  help  them  participate 
and  interact  with  professors 
actually  encouraged  them  to 
become  more  involved  than 
they  did  in  real  classes. 

Initially  the  courses  are 
firmly  in  the  mainstream  of 


concerns  for  raiddJ e-ranking 
executives,  covering  subjects 
such  as  understanding  finan- 
cial statements,  making  a 
business  case,  leadership 
and  negotiation  skills. 

Each  lasts  six  weeks,  so 
that  students  are  not  asked 
to  make  too  big  a commit- 
ment to  the  new  medium  (or 
pay  too  much  money). 

The  economics  for  Whar- 
ton and  Caliber  are  clear-cut. 
If  enough  students  warm  to 
the  Wharton  Direct  style  of 
learning,  they  will  be  able  to 
sell  far  more  courses,  at  only 
a slightly  reduced  price  for 
each  participant,  at  little 
extra  cost  to  the  institution. 
This  is  potentially  lucrative 
for  them. 

One  case  study  students 
worked  on  last  year  set  the 
perfect  example.  It  looked  at 
how  Johnson  & Johnson 
revamped  the  contact  lens 
industry  by  shilling  to  dis- 
posable lenses.  This  way,  the 
Wharton  professor 
explained,  customers  found 
them  more  convenient  They 
paid  less  for  each  unit  but 
they  bought  far  more  units, 
making  the  whole  business 
much  more  profitable  for  the 
company. 

Wharton  Direct  is  an 
attempt  to  apply  that  lesson. 


NEWS  FROM  CAMPUS 


New  Zealand 
university 
means  business 

Business  programmes  for 
Maoris  are  on  the  agenda  of 
the  newly  appointed 
assistant  vice-chancellor  of 
the  commerce  division  at  the 
University  of  Otago,  in  New 
Zealand. 

David  Btnsson,  who  will 
take  up  his  position  in 
February  1999.  hopes  to 
build  the  division  into  a 
leading  business  school. 

The  priority  for  Prof 
Buisson  wiU  be  to  appoint  a 
board  of  senior  business 
leaders  who  can  advise  the 
division. 

Other  gods  include 
outreach  programmes  tor 
greater  involvement  in  the 
local  community, 
cross-divisional  academic 
programmes  and  the 
formation  of  a community  oi 
Asia  Pacific  management 
schools. 

UniversHy  of  Otago:  New 
Zealand,  3 479  1100 

Count  on  Yale 
for  finance 

Empirical  corporate  finance 
win  be  the  next  topic  for 
discussion  at  the  Yale 
School  of  Management’s 
newly-created  International 
Centre  for  Finance.  The 
centre  is  under  the 
directorship  of  finance 
professor  William 
Goetzmann. 

By  autumn  next  year  it 
should  be  housed  in  one  of 
Yale’s  landmark  mansions  - 
which  is  now  being  restored 
- opposite  the  Yale 
president's  house. 

Yale  SOM:  US.  203  432 
6006 

lese  pattern 
emerging 

lese,  the  business  school  in 
Barcelona,  has  set  up  a 
centre  for  Emerging  Market 
Studies  (Cems)  to  provide 
business  .with  information 


about  emerging  markets 
and,  in  particular,  the 
possibilities  for  direct  and 
indirect  investment  in  these 
countries. 

Last  month  lese 
inaugurated  a Centre  for 
lalm  American  Business 
Studies,  designed  to  help 
companies  operating  in  Latin 
American  markets.  The 
centre  has  been  formed  by 
academics  from  lese  and  its 
sister  schools  in  Latin 
America  and  will  conduct 
both  research  and  teaching 
projects. 


Babson 

initiatives 


US  business  school  Babson 
has  announced  three 
initiatives  to  reinforce  its 
expertise  in  entrepreneurial 
leadership. 

The  fust  is  the  Frederic 
and  Jane  Hamilton  $500,000 
entrepreneurial  scholarship 
programme  which  will 
provide  scholarships  to  five 
students  each  year  who 
enter  ihe  two-year  MBA 
programme  from  an 
entrepreneurial  background. 

The  second  is  the 
expansion  of  the  business 
development  hatchery  to 
enable  five  student 
enterprises  to  operate 
rent-free  for  a 
semester. 

And  the  third  ts  a seed 
capital  fund  of  $200,000  to 
finance  businesses  set  up 
by  recently-graduated  stud- 
ents. 

Babson:  www.babson.edu 

Edinburgh 

conference 

The  management  school  at 
the  University  of  Edinburgh 
will  host  the  European 
Foundation  for  Management 
Development  conference  to 
be  held  in  June  1999. 

The  two-day  conference 
wiK  address  the  theme 
"Building  new  connections  - 
preparing  managers  for  a 
different  world". 

Edinburgh  University: 
www.edac.ufc 


information  for  News  from  Campos  should  be  smt  to  Delia  Bradshaw, 

The  Financial  Times.  One  Southwark  Bridge.  London  SET  9HL. 

TeL  44  171  873  4673  Fax  44  171  873  3950 
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MARKETING  FUTURE  CONSUMER  TRENDS  

Cashing  in  on  a 
-made 

Predicting  which  products  are  going  to  be  in 
demand  is  big  business,  writes  Helen  Jones 


Retirement  homes  for 
cats  and  dogs,  snacks 
to  combat  depression, 
clothing  with  an  in-bullt 
massage  facility,  and  sleep 

machines  to  provoke  intense 

dreams.  These  are  some  of 
the  products  and  services 
21st-century  consumers  can 
look  forward  to,  according  to 
futurologist  Marian  Salzman 
in  her  book,  published 

today.* 

Ms  Salzman  is  head  of  the 
Brand  Futures  Group  at 
advertising  agency  Young  & 
Rubicam  and  travels  the 
globe  spotting  consumer 
trends  for  clients  which 
include  Ford,  Sony.  PepsiCo 
and  Citibank. 

Her  aim  is  to  provide  an 
“early  warning  system”  for 
companies,  keeping  them  up 
to  date  on  consumer  behav- 
iour and  Identifying  the  way 
in  which  changing  lifestyles 
could  affect  their  brands  in 
the  future.  New  trends  are 
identified  through  inter- 
views with  academics  and 
scientists,  as  well  as  groups 
of  consumers  judged  to  be  at 
the  cutting  edge  of  fashion. 

“Marketers  have  always 
needed  to  understand  con- 
sumers' current  concerns 
and  experiences  with  their 
brands.  But  if  they  are  to 
thrive  in  the  years  ahead, 
they  must  anticipate  where 
technology',  social  trends  and 
myriad  other  change  agents 
are  leading,  so  that  they  will 
have  a place  in  the  con- 
sumer future,"  she  says. 

One  of  the  most  important 
emerging  trends  is  that 
“mass  marketing  is  becom- 
ing obsolete  in  high-tech  cul- 
tures. As  consumers  we  are 
being  led  to  expect  products 
that  meet  our  specific  needs 
- Levi's  makes  computer- 
ised-fit jeans  to  your  exact 
measurements,  for  instance. 
And  parents  can  buy  person- 


alised storybooks  and  videos 
for  their  children.  Demand 
for  these  types  of  products 
will  soar.”  she  forecasts. 

Entrepreneurial  compa- 
nies will  find  plenty  erf  busi- 
ness opportunities  if  they 
target  the  Increasingly  age- 
ing population,  she  says.  By 
2030,  approximately  20  per 
cent  of  the  US  population 
will  be  over  65  and  this 
group  will  influence  every- 
thing from  financial  prod- 
ucts to  easy-to-open  packag- 
ing. 

“We  will  see  great  shifts  in 
attitude  regarding  age.  This 
group's  power  will  increase, 
images  of  the  elderly  as  vic- 
tims will  become  historical, 
and  they  will  increase  their 
economic  power  as  they 
move  into  their  second  half- 


Members-only 
parks  which 
promise  to  keep 
out  undesirables 
will  spring  up 


century  of  life.  Expect  to  see 
them  driving  top-of-the- 

range  cars,”  she  says. 

Meanwhile,  the  “oldest 
olds”  - those  in  their 
nineties  and  beyond  - will 
be  looked  after  at  day-care 
centres,  along  with  under- 
fives  and  pets,  while  the  eco- 
nomically active  are  at  work. 

Demand  for  food  with 
added  health  benefits  will 
also  rise  as  the  world’s  popu- 
lation ages.  Ms  Salzman  says 
in  the  US  a third  of  consum- 
ers regularly  eat  foods  rec- 
ommended for*  specific 
health  conditions  and  half 
want  food  that  can  boost  the 
immune  system.  Snacks 


which  claim  to  influence 
mood  are  already  on  sale  in 
the  US  and  Asia.  Personality 
Puffs,  for  example,  contain  a 
blend  of  plant  extracts 
which  includes  St  John’s 
Wort  and  ginkgo  blloba  to 
fight  depression  and  improve 

memory,  while  Kava  Corn 
Chips  claim  to  aid  relax- 
ation. 

But  it  is  not  just  the 
elderly  who  will  demand 
new  goods  and  services  - 
parents  w31  be  a prime  tar- 
get for  marketers  with 
bright  ideas.  “Today’s  par- 
ents are  faced  with,  unique 
pressures  - and  conve- 
niences - of  raising  children 
in  the  digital  age. 

“Expectations  are  high, 
resources  are  plentiful,  but 
time  is  limited.”  Ms  Salzman 
says.  Anxious  parents  will 
not  only  feed  their  children 
“nutraceuticals"  to  make 
them  healthier  and  more 
intelligent,  they  will  also 
invest  in  anti-bacterial  toys, 
educational  products  and 
organic  cotton  clothing. 

Members-only  parks, 
beaches  and  theme  parks 
which  promise  to  keep  out 
undesirables  will  spring  up 
in  affluent  areas,  and  trendy 
loft-living  couples  will  call  in 
team*;  of  “baby  proofers”  to 
make  their  high-tech  homes 
child-friendly. 

Labour-saving  gadgets  and 

services  will  become  vital  as 
increasingly  harried  con- 
sumers have  less  time  to 
shop,  cook  and  clean  for 
themselves. 

“Intelligent  refrigerators 
will  track  consumption, 
printing  a shopping  list  on 
demand  or  transmitting  it 
electronically  to  a home 
delivery  service,  smart  cook- 
ers will  know  how  you  like 
your  eggs,  meal  trucks  will 
circle  neighbourhoods  at  din- 
ner time,  offering  complete 
meals,  and  you  will  get  your 
personal  shopper  to  pick  out 
everything  you  need  from 
clothing  to  food,”  says  Ms 
Salzman. 

But  she  warns  that  for  an 
emerging  underclass  of  tech- 
nological have-nots,  the 
future  looks  bleak. 

“The  chasm  between  those 
who  do  and  do  not  have 
access  to  new  technologies 
(particularly  the  internet] 
will  be  far  more  significant 
than  separations  caused  by 
age.  geography,  sex  or  life- 
style. Those  who  aren’t 
wired  will  be  blocked  from 
an  entire  universe  of  infor- 
mation, communication  and 
community."  she  says. 

Science  fiction?  Possibly. 
But  Ms  Salzman  points  to 
her  successes.  “I  spotted 
‘wiggers’  - white  kids  who 
wanted  to  be  black  and  who 
started  a trend  for  ultra- 
baggy  clothing  - and  I 
alerted  clients  to  the  fact 
that  there  would  be  a revival 
of  1970s  fashions  in  the 
1990s." 

* Next  A Vision  of  Our  Lives 
in  the  Future  by  Marian 
Salsman  and  Ira  Maiathia. 
HarperCoUins. 


Trend  spotting:  futurologist  Marian  Salzman 
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Winning  formula:  Jonathan  Sherratfs  work  is  having  faweachhg  benefits  tor  medical  science 


SCIENCE  MEDICINE 


Scalpel,  forceps  . . . calculator 


Simon  Hadlington  explains  how  mathematicians  and  clinicians 
are  working  together  to  shed  new  light  on  wound  healing  and 
the  growth  of  cancerous  tumours 


Modern  technology 
hag  given  medical  sci- 
entists unprece- 
dented information  abont 
the  innermost  workings  of 
the  human  body,  including 
many  of  the  thousands  of 
biochemical  and  physiologi- 
cal processes  that  occur  in 
tissues  which  are  diseased  or 
injured. 

Such  knowledge  is  vital  in 
the  search  for  new  drugs  and 
therapies.  But  the  enormous 
complexity  of  biological 
systems  can  make  it  difficult 
to  pinpoint  which  molecules 
and  interactions  are 
important  and  which  are 
not.  In  this  respect,  medical 
science  is  in  danger  of 
drowning  in  a sea  of  data. 

But  help  is  at  band  from 
an  unlikely  quarter:  the 
mathematician.  Over  the 
past  30  years  there  have 
been  significant  advances  in 
a field  of  mathematics  called 
non-linear  dynamics,  which 
can  make  sense  of  highly 
complex  systems  in  which 
many  factors  are  interacting 
precisely  what  is 
happening  in  living  cells. 

Jonathan  Sherratt, 
professor  of  mathematics  at 
Heriot-Watt  University  in 
Edinburgh,  has  been 
working  with  clinicians  and 
scientists  to  shed  new  light 
on  wound  healing  and  the 
growth  of  cancerous 
tumours.  Prof  Sherratt  has 
been  collaborating  with 
scientists  at  the  Moorfields 
Eye  Hospital  in  London  to 
help  identify  the  most 
important  factors  In  the 
healing  of  wounds  in  the 


outer  layer  of  the  eye.  the 
corneal  epithelium. 

“This  is  ah  ideal  system 
for  the  application  of 
mathematical  modeUmg,”  he 
says.  “Over  the  years 
scientists  have  gathered  a 
large  amount  of  quantitative 
data  about  the  process, 
which  we  can  now  use.  It  Is 
very  important  clinically 
because  of  the  need  for  rapid 
repair  following  surgery  or 
unintentional  wounding." 

In  the  healthy  eye.  there  is 
a constant  turnover  of 
epithelial  cells:  old  cells  are 
washed  away  to  be  replaced 
by  new  ones  that  migrate 
inwards  from  the  edges. 

The  process  Is  regulated 
by  a naturally  produced 
chemical  called  epithelial 
growth  factor,  or  EGF.  After 
an  injury  to  the  epithelium, 
the  concentrations  of  EGF 
increase  markedly. 

Working  with 

mathematician  Philip  Maini, 


a clinically  important 
prediction  of  the  healing  rate 
as  a function  of  the  addition 
of  the  growth  factor,"  says 
Prof  Sherratt 

Prof  Sherratt  has  also 
been  working  with  Mark 
Ferguson,  a professor  in 
Manchester  University’s 
School  of  Biological 
Sciences.  to  create 
mathematical  models  of  the 
formation  of  scar  tissue  in 
skin. 

When  skin  is  wounded  a 
blood  clot  forms  which 
hardens  to  a scab.  Beneath 
the  scab  is  a makeshift 
protective  layer  of  protein 
called  fibrin.  Cells  termed 
fibroblasts  migrate  into  the 
wound  site  from  the 


By  factoring  in  all  the 
known  parameters  - the  rate 
of  migration  of  the 
fibroblasts,  bow  fast  they 
produce  collagen,  how 
quickly  they  degrade  the 
fibrin,  and  so  on 
mathematicians  have  been 
able  to  devise  equations  to 
predict  how  an  individual 
fibroblast  moves  in  relation 
to  its  environment  and  in 
relation  to  the  cells  that 
surround  it. 

“By  using  one  equation  for 
each  cell  we  can  model  the 
movement  of  about  1 .000 
cells.  From  this  we  can 
obtain  a pattern  of  how  the 
collagen  fibres  are  aligned." 
says  Prof  Sherratt  Once  the 
model  has  been  verified  by 
experiment  the  variables  can 
then  be  altered  to  see  what 
effect  they  have. 

“From  our  models  we 
discovered  that  one  of  the 


*We  are  confident  we  have  a good 
mathematical  model  which  is  realistic 
in  terms  of  what  happens  in  the  body* 


of  facts  makes  it  difficult  to' 
identify  which  sets  of' 
interactions  are  truly  crucial' 
to  the  phenomenon  we  are 
studying."  he  says. 

“Take  for  instance  cancer. 
There  are  more  than  LOGO 
described  proteins  which 
have  been  found  to  have 
some  role  in  the  spread  of 
cancer  in  the  body.  This 
makes  its  study  very 
confusing.  By  using  a. 
different  approach,  focusing 
on  the  mechanisms,  we  have 
been  able  to  describe  this 
somewhat  complicated 
process  using  a set  of  six 
equations." 

Dr  Perumpanani's  group 
has  used  mathematical 
modelling  to  demonstrate 
that  two  particular  classes  of 
anti-cancer  drug  if 
administered  together  would 
be  synergistic  - their  effect 
would  be  greater  than  the 
sum  of  their  parts.  “We  have 
been  able  to  predict  this 
without  having  to  wait  for 
the  experimental  method  of 
trial  and  error." 

Mark  Chaplain.  a 

mathematician  at  the 


professor  at  Oxford  University  of  Dundee  in  the 


University,  Prof  Sherratt  has 
devised  equations  that  relate 
the  rate  at  which  new  cells 
migrate  and  divide  to  the 
concentration  of  EGF.  “In 
mathematical  terms  the 
advancing  cells  represent  a 
wave  front  You  can  derive 
equations  to  model  the  speed 
of  the  front’s  progress  and 
how  it  Is  affected  by  external 
stimuli."  he  says. 

The  work  has  given 
important  Insights  into  how 
healing  rates  can  be 
improved  by  the  application 
of  extra  EGF  to  the  wound. 

"The  formula  we  came  up 
with  has  enabled  us  to  make 


surrounding  tissue  and 
break  down  the  fibrin  while 
at  the  same  time 
manufacturing  strands  of 
collagen  - the  permanent 
scaffolding  which  gives  skin 
its  strength. 

“In  normal  skin  the 
collagen  fibres  are  randomly 
oriented,  whereas  in  scar 
tissue  they  are  more  or  less 
aligned  in  the  same 
direction."  says  Prof 
Sherratt.  It  is  this  alignment 
that  gives  scar  tissue  its 
distinctive  appearance  and  is 
also  responsible  for  its 
relative  weakness. 


key  aspects  is  the  rate  at 
which  the  surrounding 
fibroblasts  migrate  into  the 
wound:  the -faster  they  move 
the  greater  the  degree  of 
collagen  alignment  If  this 
could  be  slowed  down  it 
might  result  in  less 
alignment  and  a 
cosmetically  and 

structurally  better  scar." 

Another  of  Prof  Sherratfs 
collaborators  Is  Abbey 
Pemmpanani,  of  Harvard 
Medical  School  in  the  US.  Dr 
Perumpanani,  a physician 
who  has  a PhD  in 
mathematics,  is  interested  in 
the  growth  and  spread  of 
cancer.  He  believes  that 
mathematics  can  be  an 
invaluable  tool  in  medical 
research. 

“The  explosion  of 
experimental  knowledge  and 
the  resulting  accumulation 


UK,  has  been  working  with 
Michael  Baum,  professor  of 
surgery  at  University 
College  London,  to  develop 
new  models  of  the  growth 
and  spread  of  solid  tumours. 

“We  are  confident  that  we 
have  a very  good 
mathematical  model  which 
is  realistic  in  terms  of  what 
actually  happens  in  the 
body,”  says  Dr  Chaplain.  By 
manipulating  the  model,  the 
mathematicians  ran  predict 
what  effect  a change  in  a 
given  variable  - a growth 
factor,  for  example  - might 
have  on  the  tumour's 
development 

Professor  Baum  believes 
that  the  application  of  what 
he  terms  “new  mathematics" 
to  clinical  oncology  could 
result  in  a new  approach  to 
cancer  and  new.  effective 
treatments.  “I  think  this  is 
absolutely  revolutionary.” 


your  year 


Having  a non-word  in 

German  politicians  are  being  more  careful  about  what  they  say  as  the  use 
and  abuse  of  the  language  comes  under  some  generally  light-hearted  scrutiny 


If  8onn‘s  politicians  have 
been  a little  more 
circumspect  than  usual  in 
their  choice  of  words 
recently  there  is  a good 
reason.  In  the  next  few 
weeks  an  independent  jury 
of  linguistic  experts, 
supervised  by  Horst 
Schiosser.  professor  of 
philology  at  Frankfurt 
University,  will  start  selecting 
the  official  “non-word"  of  foe 
year  for  the  12  months  just 
ended. 

The  contest  is  an  annual 
celebration  of  the  worst 
abuses  of  foe  German 
language.  It  is  a chance  to 
cock-a-snook  at  politicians 
or  businessmen  and  show  a 
lighter  side  of  the  German 
establishment  - even  if  the 
event  Is  carefully  organised 
by  a formal  committee 
dominated  by  academics. 
But  it  is  also  a testament  to 
the  malleability  of  the 
German  language  which, 
despite  foe  word  lengths, 
can  show  remarkable 
adaptability. 

The  “word  of  the  year” 
1998  has  already  been 
awarded.  This  is  a separate 
contest  organised  by  the 
Wiesbaden- based  German 
language  society  which 
takes  a slightly  more  positive 


approach  than  the 
“non-word"  competition.  Its 
aim  Is  to  document  words 
which  have  particularly 
characterised  a year.  Top  of 
the  list  for  1996  was 
“Hot-GrOn"  or  “red-green" 
which  describes  the  Social 
Democrat  and  Green 
coalition  of  Gerhard 

Schrdder,  the  new 
chancellor.  As  the  German 
language  society  says, 
“red-green”  was  used  first 
by  the  previous  Christian 
Democrat-led  government  as 
a warning.  After  September 
27’s  election  It  became  an 
emblem  of  success.  Now  It 
is  used  also  as  an  adjective. 

In  second  place  was 
“Viagra",  demonstrating  the 
ease  with  which  foreign 
words  or  even  brand  names 
are  subsumed  into  the 
language.  (Helmut  Schmidt, 
foe  80-year-old  former 
chancellor,  remarked  there  is 
“no  Viagra  against  economic 
incompetence".) 

Runners-up  in  the  1998 
“word  of  foe  year”  contest 
included  “euroland"  which 
now  has  its  own  currency; 
“foe  new  centre"  which  Mr 
Schroder  daims  as  his 
political  creed;  and  “piop 
piep  prep",  the  Inane  refrain 
of  Guikfo  Horn,  Germany's 


representative  In  the 
Eurovision  song  contest, 
which  the  judges  declared 
“symptomatic”  of  1998. 

But  the  yet-to-be-chosen 
non-word  of  the  year  for 
1998  will  attract  more 
attention.  The  contest  shows 
a mischievous  side  of 
Germany.  There  is  a sense 
of  irony,  or  a 
self-deprecating 

bewilderment  at  foe 
complexities  German 
speakers  inflict  on 
themselves. 

The  “non-word"  contest 
has  extra  frisson  because  of 
its  capacity  to  put  noses 
seriously  out  of  joint  The 
1997  winner  was 
“Wohlstandsmutr.  or  literally, 
the  “rubbish  of  affluence” 
used  by  Helmut  Maucher, 
chairman  of  Nestte,  to 
describe  social  security 
scroungers  who  milked  the 
system.  The  freshly-honed 
term  was  described  by  the 
judges  as  taking  “to  a new 
peak  the  cynical  evaluation 
of  people  exclusively 
according  to  their  market 
value”. 

Tensions  erupted  in 
spectacular  fashion  five 
years  ago  when  the 
non-word  of  foe  year  jury 
awarded  second  place  to 


“ kotlektiver  Fnetzeftpa/k"  - or 
collective  leisure  park.  It  was 
a term  used  by  Helmut  Kohl, 
then  chancellor,  to  describe 
an  industrial  society  of  ever 
shorter  working  hours  and 
ever  longer  holidays  - and 
ever  lower  competitiveness. 

But  Mr  Kohl  was  not 
amused  at  having  his 
rhetoric  publicly  honoured  in 
such  a manner  and  made 
his  criticism  plain  to  the 
language  society  which  then 
organised  the  “non- word” 
contest. 

A row  erupted  over  the 
role  of  a state-funded 
institute  in  organising  such  a 
contest.  Finally  the 
competition  was  spun  off  to 
tiie  independent  committee 
under  the  supervision  of 
Professor  Schiosser.  “We 
objected  to  the  idea  of 
censorship,”  he  says. 

The  contest  is  ran  on  fully 
democratic  principles,  with 
suggestions  being  made  by 
the  general  public.  As 
Professor  Schiosser  says: 
“Germans  had  bad 
experiences  of  government 
control  of  foe  language 
during  the  Nazi  time  and 
under  foe  East  German 
communists”. 

Which  words  of  1998 
might  be  selected  as  the 


non-word  of  lest  year7  There 
are  numerous  examples  of 

over-grown  words  which 
have  become  part  of 
the  language. 
“Steu&bemessungs 
- gmndlage ",  or  tax  base, 
has  entered  frequent  usage 
(at  least  by  politicians] 
during  the  recent  debate 
over  European  tax 
harmonisation,  but  it  would 
probably  foil  because  it  is 
not  uniquely  associated  with 
the  past  12  months. 

Similarly,  the 
ineptly  named 
Genehmigungs-verfahrons 
-beschteurugungsgesetz  (or 

law  to  speed  up  approvals 
processes)  would  be 
excluded  because  It  was  a 
legislative  measure 
introduced  by  foe  previous 
Christian  Dsmocrabc-led 
go  van  merit  and,  therefore, 
not  sufficiently  current. 

One  suggestion,  given  the 

rough  start  experienced  by 
foe  new  government  of  Mr 
SchrOder  would  be  to  name 
“red -green”  as  non-word  as 
well  as  word  of  foe  year.  A 
more  serious  contender  may 
be  “policy  mix",  foe  term 
used  by  Mr  Schrfider  and 
Oskar  Lafontaine,  the 
finance  minister,  to  describe 
an  economic  policy 
embracing  both  supply  side 
and  demand  side  measures 
- but  (just  possibly)  is  an 


excuse  for  a fudge. 

Other  ideas  received  by 
Professor  Schtosser’s 
committee  include 
uGegenfinanzieaingr'  - or 
“counter  financing".  This  is 
foe  practice  - Insisted  on  by 
Mr  Lafontaine  - of  balancing 
tax  cuts  wtth  revenue  raising 
measures  which,  some 
would  argue,  renders  their 
effect  neutral. 

Worse  still  is 
"sozialvertragtlchen 
FrtJhabteben”,  or  “socially 
accepted  early  death"  which 
Karsten  VII  mar,  president  Of 
the  German  doctors 
association,  warned  could 
be  foe  consequence  of 
government  curias  on  health 
spending.  Another  proposal 
Is  “SerMaraftter",  foe  term 
used  to  describe  care  for  the 
elderly  which,  according  to 
Professor  Schiosser, 
suggests  that  looking  after 
old  people  is  comparable  to 
baby  sitting. 

The  dark  horse  is 
“euroland”.  Its  chances 
would  seem  low  given 
Germany's  lust  for  European 
integration  and  its  position 
as  runner  up  in  the  word  of 
the  year  contest  But  given 
the  reluctance  of  ordinary 
Germans  to  give  up  the 
D-Mark,  Its  adoption  as 
non-word  of  the  year,  1998, 
would  really  be  an  act  of 
defiance. 
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BRUSSELS 

Peter  Brook's  production  of  Don 
Giovanni,  first  seen  at  last 
swwner's  Aix-en-Provence 
festival,  comes  to  the  Monnafe 
on  Thursday,  with  Daniel  Hardlno 

once  again  on  the  podium.  As 

are  two  casts,  fodudina 
Pater  Mattel  as  Giovanni  and 
Melanie  Dlener  as  Donna  Svira. 

stoatrird-upon-avon 

Tha  FlraoJ  show™™—  r. 


stats  the  New  Year  with  a new 

Pfoctction  of  77»  WrOerb  Tde. 


*«ts.  vrih  Antony  Sher  stoning  as 
LeortesandAlaxaidBGfcreahEs 
HaTTrione^rlghQ. 

NEW  YORK 

Among  the  most  remarkable 
achievement#  of  George 


Balanchine,  the  neatest  20th- 
century  choreographer,  is  that  he 
put  many  tetiats  on  without 
scenery,  simpty  against  a blL® 

backdrop  (the  sky)  end  In  the 

amplest  dance  kit  (leotards, 
tights,  skirts)  afl  in  black  and 
white.  These  include  such 
Stravinsky  masterpieces  as  Agon 


and  Symphony  in  Tiros 
Movements',  also  the 
overwhelming  Hindemith  The 
Four  Temperaments.  As  part  of 
its  50th- anniversary  celebrations. 
New  York  City  Ballet  (directed  by 
Balanchine  until  his  death  in 
198?)  presents,  from  Tuesday, 
his  Stock  and  White  repertory. 


j MINNEAPOLIS 

Christopher  Rouse's  latest  work 
! Is  a song  cycle  tar  soprano, 
entitled  Kabir  PadavatL  It  wifi  be 
premiered  on  Wednesday  by 
Dawn  Upshaw,  with  the 
Minnesota  Orchestra  conducted 
by  David  Zlnman.  There  are 
further  performances  on  Friday 
andSatutiay. 

PARIS 

The  Chamber  Orchestra  of  . 
Europe  begins  the  year  with  visits 
to  Parts.  Cologne  aid  Berlin 
under  the  direction  of  Myung- 
Whun  Chung.  The  first  of  four 
Pats  concerts,  on  Wednesday,  is 
a chamber  music  evening  at  the 
Cite  de  la  Musique. 

CccSa  BartoU  stars  in  a 
concert  performance  of  Handel's 
Rinaldo  at  the  Theatre  des 
Champs-Hys6es  on  Wednesday. 


It  is  repeated  at  the 
Ooncertgebouw  hi  Amsterdam 
on  Sunday,  and  in  Birmingham 
and  Vienna  next  week. 
Christopher  Hpgwood  conducts 
the  Academy  of  Ancient  Music. 

LONDON 

This  year  sees  the  oentenaiy  of 
Noel  Coward's  bath. 

Celebrations  start  at  the  King's 
Head,  Islington,  with  his  dsnng 
late  play,  a Song  at  Twilight  - 
daring  because  its  subject  is 
"outing"  and  its  protagonist 
(played  here  by  Gorin  Redgrave) 
bears  strong  resemblance  to 
Coward  himsdf  (who  played  the 
role  at  its  premiere). 

ROME 

The  Accademia  NazranaJe  cTi 
Santa  Cectiia  stats  the  year  with 

concert  performances  of  Leonard 


Bernstein's  opera  CancSde  on 
Thursday,  Saturday  and  Sunday 

at  the  Audltorio  Pio.  Jeffrey  Tate 
conducts  a cast  that  is  headed 
by  June  Anderson,  Jerry  HacSey, 
Kurt  Otimarm  and  Felicity  Palmer. 

LAS  PALMAS 

Carlos  Kleiber,  widely  regarded 
as  the  world's  greatest  fiwng 
conductor  (lefty,  comes  out  at 
setf-imposad  hibernation  this 
week  tar  two  concerts  In  the 
Canary  Islands.  The  first  is  in  Las 
Ptimas  on  Thursday  and  the 
second  at  Santa  Cruz  on 
Saturday.  Kleiber.  68,  w9 
conduct  the  Bavarian  Radio 
Symphony  Orchestra  in  a 
programme  expected  to  Include 

Beethoven's  Seventh  Symphony. 

These  two  concerts  represent  hto 
first  public  engagements  for  two 
years. 
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OPERA 


Life  in  the  fast  lane:  before  his  premature  death  Fassbinder  (left)  managed  to  cram  m nearly  50  Sms,  Including  UH  Marl  sen*  starring  Hama  Schygulla  (right) 


TheKobal  Collection 


Director  who  made  up  for  lost  time  in  advance 


f Nigel  Andrews  welcomes  the  National  Rim  Theatre's  retrospective  of  Rainer  Werner  Fassbinder's  dazzling  work 


Stephen  Spender  once  bardicaUy 
mused:  “I  think  continually  of 
those  who  were  truly  great."  So 
do  film  critics.  Sometimes  we  do 
It  to  call  np  Invidious  compari- 
sons with  the  non-great:  there  Is 
nothing  like  crying  “OH  sont  les 
Renoirs  d’antanr  when  faced 
with  les  Renoirs  for  substitutes) 
d’aujourd’hui.  At  other  tunes  we 
do  it  to  bask  in  the  miracle,  pres- 
ent or  remembered,  of  what 
cinema  can  do. 

Fassbinder  m usings  come  in 
both  categories  and  the  National 
Film  Theatre's  full-scale  retro- 
spective devoted  to  this  extraor- 
dinary German  filmmaker, 
launched  last  week,  gives  the  fan 
ample  scope.  It  should  make  new 
fans  too.  Fassbinder  died  so 
young  that  today's  teenagers 
were  scarcely  born  when  the 
vmnderkind  burned  out  after  a 
life  famously  fuelled  by  drugs, 
drink  and  promiscuous  bisexual- 
ity. 

The  36-year-old  had  made  up  In 
advance  for  lost  time.  His  best- 
known  movies,  including  The  Bit- 
ter Tears  Of  Petra  Von  Kant,  Fear 
Eats  The  Soul  The  Marriage  Of 
Maria  Braun  and  Quenelle,  were 
the  tip  of  a large,  mind-crunching 
iceberg.  He  made  nearly  50  films, 
sometimes  four  in  a year,  and  the 
good  ones  were  dazzling.  They 
rewrote  movie  melodrama,  giving 


it  a soda] -critical  edge,  a style 
poised  between  faux-naif  and 
farouche  - only  French  words 
seem  adequate  to  sum  up  this 
Genfxan^&ector  —'and  a scaring 
intelligence  in  creating  tension 
between  filmic  and  theatrical 
conventions. 

It  wasn't  enough  to  call  Fass- 
binder a German  Warhol,  as 
some  did,  or  a popart  primitive 
bemused  by  bis  own  talent  He 
was  totally  self-aware.  He  con- 
ceived, wrote,  planned,  directed 
and  often  acted  in  his  own  films, 
a one-man,  walking  gesamkun- 
sttoerk. 

As  with  any  prolific  artist  bad 
works  swilled  about  among  the 
good.  Few  want  to  remember, 
though  this  month  and  next  they 
can  re-experience,  his  daffy  take 
on  American  southern  Gothic. 
Whitey,  or  the  tiresome  puzzle- 
picture  Chinese  Roulette;  or  the 
incoherently  autobiographical 
Year  Of  Thirteen  Moons,  with  its 
transvestite  hero  working  out 
Fassbinder’s  grief  after  the  death 
of  a longtime  male  lover. 

That  was  the  only  time  I met 
the  director,  though  I never  for- 
got it.  I witnessed  a movie  in  the 
making  and  a movie  career 
almost  in  the  un-making.  During 
the  day  of  filming  1 attended, 
Fassbinder  didn't  appear  until 
lunchtime.  An  actor  and  the  cam- 


eraman did  the  morning  shoot. 
(So  much  for  auteurism  when  the 
auteur  isn't  functioning.) 

When  the  bleary  director 
'finally  rolled  into  view  he  looked 
as  if  he  needed  eight  black  cof- 
fees. He  encountered  instead  his 
mother.  She  read  the  riot  act 
Fassbinder  sheepishly  took  it  in. 
Then  when  Mutti  moved  away,  I 
made  the  mistake  of  approaching 
him  myself,  to  ask  if  I could  sit  in 


love  of  lower-depths  subjects  was 
never  sentimental  or  preachy.  He 
made  movies  about  whores, 
pimps,  drug  addicts,  crooks, 
down-on'-their-luck  homosexuals, 
rich  self-lacerating  lesbians.  He 
didn't  tell  us  to  love  them  or  to 
hate  them.  He  just  brought  them 
ineradicably  to  life. 

He  knew  what  made  a great 
image.  Fear  Eats  The  Send,  about 
the  love  leading  to  social  ostra- 


He made  movies  about  whores,  pimps,  drug 
addicts,  crooks,  homosexuals  and  lesbians. 
He  didn't  tell  us  to  love  them  or  hate  them. 
He  just  brought  them  ineradicably  to  life 


on  the  filming  and  later  talk  to 
him.  He  answered  with  silence, 
plus  a look  of  glazed,  hostile 
indifference  as  if  I was  something 
interrupting  his  view. 

Abandoning  RWF.  I spent  the 
day  taking  the  star  Volker  Speng- 
ler  - a traffic-stopping  vision  tn 
lipstick  and  high  heels  - for 
between-takes  icecreams.  I had 
clearly  picked  the  wrong  movie 
occasion.  The  right  movies.  I con- 
soled myself,  are  better  experi- 
enced straight  from  the  screen. 
Fassbinder's  cinema  was.  and 
stfll  is,  astonishingly  fresh.  His 


cism  between  a young  African 
worker  and  a German  woman  old 
pntmgh  to  be  his  grandmother, 
had  an  unforgettable  scene  in  a 
Munich  outdoor  cafe  where  the 
bright  orange  chairs  and  tables 
in  the  green  park  had  an  Henri 
Rousseau  vividness.  The  mixture 
of  gem&tUchkeit  - German  cosi- 
ness - and  jungle  colours  per- 
fectly suited  Fassbinder’s  satiri- 
cal pointing  of  society's  attitude 
to  this  oddly  matched  but  honest- 
as- nature  black/white  romance. 

1 thought  he  had  designed  this 
scene.  But  a year  or  two  later  I 


passed  by  the  actual  Munich  cafe. 
The  chairs  and  tables  were  bright 
orange:  the  place  did  look  like  a 
Rousseau  painting.  Fassbinder 
had  simply,  like  a great  photogra- 
pher, noticed  and  chosen  the 
right  reality. 

He  could  also  stylise  when  he 
wanted.  The  Bitter  Tears  Of  Petra 
Van  Kant  is  an  artfully  “stagey" 
movie  about  stagey  people,  two 
high-theatrical  lesbians  playing 
oat  their  agony  against  a giant 
emblematic  wall-hanging.  Like- 
wise. Querelle  enacts  a Jean 
Genet  story  in  a painted  set 
aglow  with  expressionism,  while 
Effi  Bricst  is  a deliberate,  literary 
movie  of  the  Fontanne  novel, 
postmoderaly  wrapping  its  story 
in  voiceover  narrative  and  living- 
tableau  miss  en  seine. 

That  Fassbinder's  best  films  all 
ended  up  real,  regardless  or  their 
artifices,  was  the  marvel.  Like 
nearly  every  great  director,  at 
least  outside  Hollywood,  he  used 
the  same  players  over  and  over. 
Hanna  Schygulla.  Annin  Mueller- 
Stahl,  Margit  Carstensen,  Irm 
Hermann,  himself... He  probed 
their  personae  to  the  point  where 
the  masks  cracked,  where  the 
inner  personality  shed  its  essence 
and  luminescence  over  the 
screen. 

With  the  performances  too. 
though,  he  introduced  art  when- 
ever nature  was  not  quite 
enough.  The  nakedness  and 


seeming  simplicity  of  the  perfor- 
mances gave  Fassbinder  freedom 
to  play  with  mischievous,  enrich- 
ing obliquities.  In  The  Merchant 
Of  Four  Seasons,  his  first  master- 
work,  be  keeps  handing  his  char- 
acters social  masks.  In  a film 
about  hypocrisy  they  stand  about 
like  human  still-lifes,  sphinx-like 
and  decoratively  defiant.  We 
know  them  so  well,  however,  not 
least  through  the  layered  ironies 
of  Fassbinder's  storytelling  and 
dialogue,  that  the  very  stiflhess 
of  their  gestures  becomes  funny, 
quirky,  revealing,  like  a sema- 
phore of  tbe  damned. 

Other  film-makers,  including 
gay  ones,  have  followed  the  Pass- 
binder  route  to  a cinema  combin- 
ing realism,  primitivism  and 
highly  wrought  social  ballet.  In 
America  Mark  Rappoport.  Hal 
Hartley  and  Todd  Haynes  (Safe. 
Velvet  Goldmine)  all  delight  in  po- 
faced  or  faux-naif  storytelling 
laced  with  renegade  sty  lisa  tions. 
In  Spain,  Pedro  Almodovar  has 
for  years  been  a one-man  Fass- 
binder tradition.  And  the  outing 
of  social  hypocrisy  and  moral 
intolerance  in  films  by  directors 
as  diverse  (but  also  as  latently 
“camp")  as  Lars  Von  Trier  and 
Mike  Leigh  owes  much  to  Fass- 
binder. The  National  Film  Thea- 
tre season  is  a priceless  chance  to 
meet  a film-maker  who  is  him- 
self, the  passing  years  confirm, 
beyond  price. 


Take  your 
pick  of 
Carmens 


Opera  North's  new  Carmen  in 
Leeds.  West  Yorkshire,  is  a 
Hawed  but  interesting  effort.  Is 
Carmen  a sophisticated  opGra- 
co  mi  quo.  a gritty  drama  of  every- 
day low-hfe,  or  a brilliant  theatri- 
cal evening  of  famous  tunes? 
Phyllidn  Lloyd,  Opera  North's 
producer,  has  done  her  best  to 
pack  all  three  into  one  evening. 

To  judge  from  the  programme 
it  is  the  gritty  drama  that  inter- 
ests Lloyd  most  Fortunately,  she 
resists  using  the  pop  music  anal- 
og}' to  turn  Carmen  into  Gypsy 
Since,  but  the  opera  is  updated, 
employing  Keith  and  Emma 
Warner's  recent  translation. 

Instead  of  Bizet's  quaint  band 
of  gypsies  we  get  some  very 
nasty  drug  smugglers,  who  have 
learned  their  stage  manners  from 
the  Quentin  Tarantino  book  of 
etiquette.  Zuniga  is  murdered 
within  seconds  of  uttering  his 
last  line,  Don  Jose  has  his  fore- 
head cut  with  a knife,  and  even  a 
child  gets  knocked  about.  No 
wonder  Mlcaela.  a decent  subur- 
ban girl,  sung  with  a tremulous 
lost  vibrato  by  Susannah  Glan- 
ville,  feels  so  out  of  place. 

Carmen  the  slick  stage  musical 
turns  up  for  some  of  the  big  set- 
pieces.  The  Toreador's  Song  is 
pure  Bizet  goes  to  Broadway. 
Mark  Stone  gamely  jumps  on  and 
off  tables,  rips  open  his  shirt  and 
gyrates  his  hips  while  somehow 
singing  the  piece  with  conscien- 
tious musical  values. 

After  all  this  one  might  expect 
Carmen  and  Don  Jos6  to  go  at 
their  roles  hammer  and  tongs, 
but  this  is  where  Carmen,  the 
subtler  French  op£ra-comique, 
comes  in.  Antoni  Garfield  Henry, 
the  Don  Jos6.  has  a relatively 
light  voice  for  the  role,  but  he 
plays  the  part  with  sensitivity. 
His  Carmen  also  has  fresh  ideas, 
from  a nicely  underplayed  first 
entrance  to  a final  scene  where 
she  goes  down  fighting.  With 
more  experience,  the  young 
American  mezzo  Ruby  Philogene 
will  be  just  right  for  the  role. 

Andrus  Ligeti  conducts  Bizet's 
music  with  a mixture  of  dogma 
and  theatrical  good  sense.  This  is 
a schizophrenic  Carmen  - I still 
don't  know  why  the  entire  opera 
is  set  in  a disused  gasometer  - 
but  by  the  end  it  succeeds  in 
drawing  its  ideas  together.  Car- 
men and  Don  Josfe  are  vulnerable 
young  people  caught  up  In  a 
world  of  violence,  and  very 
moving  their  [ate  Is,  too. 

Richard  Fairman 

Sponsored  by  Prteewaterhoine- 
Coopere  and  Uonbsart 
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AMSTERDAM 


EXHIBITION 
RQksmuseurti 
Tel:  31-20S73  2121 
The  Festival  of  Lithography: 
celebration  of  the  200th 
anniversary  of  the  discovery  of 
lithography.  The  exhibition 
consists  of  waits  from  the 
collection,  including  lithographs 
by  Toulouse-Lautrec,  works  by 
Cezanne,  Manet,  and  Dutch 
artists  including  Van  Gogh;  to 
Jan  10 


CHICAGO 

EXHIBITION  . 

Art  Institute  Of  Chicago 

Tel:  1-312-443  3600 
www.artfc.edu 

ij-laiy  Cassatt  Modem  Woman, 
paintings,  drawings  and 
'•p  prints  by  the  only  American 
invited  to  exhibit  in  the 
Impressionist  exhibitions  In  Paris; 
to  Jan  10 

COLOGNE 

OPERA 
Operder  Stadt 


rnm&A  Cl 

ie  MBA  n 

t **** 

. ,.r  *.wrw°n 

Teh  43-221-221  8240 
Die  VBgel:  first  modem  staging 
for  Walter  Braunfels’s  opera. 
Premiered  In  1920,  it  was  banned 
by  the  Nazis  and  largely 
forgotten  until  a recent  recording. 
This  production  Is  conducted  by 
Bruno  Weill  and  staged  by  David 
Mouchtar-Samorai;  Jan  8 

COPENHAGEN 

EXHIBITION 

Louisiana  Museum  of  Modem 
Art,  Humlebaefc 

Tel:  45-4919  0719 

www.kxiisiane.dk 

Joan  Mini:  major  retrospective 
comprising  140  paintings, 
drawings  and  sculptures, 
including  works  borrowed  from 
the  artist's  family  since  the 
exhibition  was  shown  in 
Stockholm  over  the  summer;  to 
Jan  10 

EDINBURGH 

exhibition 

National  Gallery  of  Scotland 
Tel:  44-131-624  6200 

Turner  Watercolours;  shown 
every  January  for  90  years,  this 
magnificent  selection  of  38 
watercolours  was  bequeathed  by 
Victorian  collector  Henry 
Vaughan  In  1 900;  to  Jan  31 

HAMBURG 

exhibition 

KunsthaUe  . . , . . 

Kandinsky,  Chagall,  Malevich  and 
the  Russian  Avant-Garde;  show 
tracing  the  art  movements 
between  the  Russian  revolutions 
of  1905  and  1918,  and  focusing 


on  attempts  by  artists  to  fuse 
aspects  of  folk  culture  with 
Western  modernism.  Many  of  the 
100  works  on  display  are  on  loan 
from  Russian  museums;  to 
Jan  10 

HOUSTON 

EXHIBITION 

Museum  of  Fine  Arts,  Houston 
ret  1-713-639  7750 
wwwjnfah.org 

A Grand  Design:  The  Art  of  the 
Victoria  and  Albert  Museum. 
North  American  tour  of  selected 
objects  from  the  V&A's 
collection.  Consists  of  250  works 
of  art  ranging  from  Leonardo  da 
Vinci's  notebooks  to  shoes  by 
VMenne  Westwood,  presented  In 
sections  which  address  changes 
in  the  institution's  collecting 
policy;  to  Jan  10 

LONDON 

EXHIBITION 

Victoria  and  Afoert  Museum  • 
Tel:  44-171-938  85 00 
Aubrey  Beardsley:  more  than  200 
drawings,  prints,  posters  and 
books  created  during  the  brief 
period  of  the  artist’s  fame.  The 
exhibition,  which  arrives  in 
London  after  touring  in  Japan, 
marks  the  centenary  of 
Beardsley’s  tragically  early  death, 
aged  25;  to  Jan  10 

THEATRE 

Attwry 

Tel:  44-171-676  1115 
Mr  Punffla  and  his  man  Mattfc 
Kathryn  Hunter’s  production  of 
Brecht’s  satirical  comedy  moves 
from  the  Almeida  Theatre  to  the 


West  End.  Comic  duo  Sean 
Foley  and  Hamish  McColl  play 
the  title  rotes;  Jan  4,  5,  6,  7,  8,  9 

National  Theatre 

Tel:  44-171-928  2252 
Betrayal:  by  Harold  Pinter.  Trevor 
Nunn  directs  Pinter’s  1978  play, 
with  a cast  including  Anthony 
Calf  and  Imogen  Stubbs; 

Lyttieton  Theatre;  Jan  4,  8,  9,  11 

NEW  YORK 

EXHIBITIONS 

Guggenheim  Museum  SoHo 
To/:  1-212-423  3500 
www.guggenhelm.org 
Premises:  Invested  Spaces  in 
Visual  Arts.  Architecture  & Design 
from  France,  1958-1998. 
Exploration  erf  the  different  ways 
In  which  artists  have  engaged 
with  space.  Display  ranges 
across  installation,  film,  video, 
photography  and  architecture. 
Indudes  works  by  Le  Corbusier 
and  Louise  Bourgeois;  to  Jan  10 

Metropolitan  Museum  of  Art 
Tel:  1-212-879  5500 
wwwjnetmuseum.org 
The  Nature  of  Islamic  Ornament, 
Part  II:  Vegetal  Patterns.  Second 
In  a four-part  series  on  Islamic 
ornament  from  the  9th  to  the 
18th  century.  Includes  rare 
brocades  and  carpets;  to 
Jan  10 

Pferpont  Morgan  Library 

Tel:  1-212-685  0008 
Master  Drawings  from  The  State 
Hermitage  Museum,  St 
Petersburg,  and  The  Pushkin 
State  Museum  of  Fine  Arts, 
Moscow.  120  European  drawings 


dating  from  the  15th  to  the  20th 
century,  some  of  which  have 
never  before  been  exhibited 
outside  Russia.  Indudes  works 
by  Rembrandt  and  Durer,  with 
particular  emphasis  on  the 
modernists  Matisse  and  Picasso: 
to  Jan  8 

OPERA 

Metropolitan  Opera,  Lincoln 
Center 

Tel:  1-212-362  6000 
www.metopera.org 
Die  Fledermaus:  by  J.  Strauss. 
Revival  conducted  by  Patrick 
Summers.  Cast  includes  Carol 
Vaness,  Joe  hen  Kowalski  and  Bo 
Skovhus;  Jan  6,  9 

PARIS 

EXHIBITIONS 
Grand  Palais 
Td:  33-1-4413  1730 

• Gustave  Moreau:  more  than 
140  works  by  the  Symbolist 
painter,  held  In  high  esteem  by 
his  literary  contemporaries. 
Includes  studies  and  drawings  as 
well  as  oils,  many  of  them 
depictions  of  historical  and 
mythical  subjects;  to  Jan  4 

• Lorenzo  Lotto:  Rediscovered 
Master  of  the  Renaissance.  50 
paintings,  many  of  them  on  loan 
from  churches  and  museums  In 
Italy;  to  Jan  11 

Mus6e  cfu  Louvre 
Tel:  33-1-4020  5151 
www.louvrB.lr 

Portraits  from  Roman  Egypt 
touring  exhflWtion  of  mummy 
portraits  from  the  British 
Museum.  Painted  on  wooden 
panels,  linen  shrouds  and  plaster 


masks,  they  were  created  during 
the  first  three  centuries  of  Roman 
mle  in  Egypt;  to  Jan  4 

PRAGUE 

DANCE 

National  Theatre  of  Prague 
Tel:  420-2-2108  0131 
www.  anet  czJnd 

The  Nutcracker:  by  Tchaikovsky, 
in  a staging  by  Russian 
choreographer  Jurij  Grigorovic, 
with  sets  and  costumes  by 
Simon  Virsaladze:  Jan  5 

THEATRE 

National  Theatre  of  Prague 
Td:  420-2-2108  0131 

www.  anet  czJnd 

The  Servant  of  Two  Masters;  by 
Carlo  Goldoni.  Directed  by  Ivan 
Rajmont  Jan  11 

ROTTERDAM 

EXHIBITION 

Kunsthal 

Tet  37-70-440  0300 
Up  to  the  bare  bones:  Human 
remains  in  museums.  The  first  to 
address  this  phenomenon 
directly,  this  exhibition  presents  * 
exhibits  from  medical,  sacral, 
ethnographical  and 
archaeological  collections;  to  Jan 
10 

SAN  FRANCISCO 

CONCERTS 
Davies  Symphony  Hall 
Td:  1-415-864  6000 
www.sfsymphony.org 
• New  York  Philharmonic: 
conducted  by  Kurt  Masur  in 
works  by  Beethoven  and 


Shostakovich;  Jan  10 

• New  York  Phiharmonic: 
conducted  by  Kurt  Masur  in 
works  by  R.  Strauss  and 
Tchaikovsky;  Jan  11 

WASHINGTON 

OPERA 

Washington  Opera,  Kennedy 
Center 

Td:  1-202-295  2400 
www.dc-opera.org 
Die  Errtfuhrung  a us  dem  SeraJI: 
by  Mozart.  LA.  Opera  production 
by  Michael  Hampe,  conducted 
here  by  Heinz  Frieke:  Eisenhower 
Theater;  Jan  7,  9, 11 

■ TV  AND  RADIO 

• WORLD  SERVICE 

BBC  World  Service  radio  for 
Europe  can  be  received  in 
western  Europe  on  medium  wave 
648  kHZ  (463m) 

EUROPEAN  CABLE  AND 
SATELLITE  BUSINESS  TV 

• CNN  International 
Monday  to  Frid^,  GMT: 

DfLSO:  MoneyBne  with  Lou  Dobbs 
13.30:  Business  Asia 
19.30:  Work!  Business  Today 
22.00:  World  Business  Today 
Update 

• Business/Market  Reports: 

05:07;  06:07;  07:07;  0820:  09:20; 
1020!  1120;  11:32;  1220;  13:20; 
1420. 

At  0820  Tanya  Beckett  of  FTTV 
repots  live  from  UFFE  as  the 
London  market  opens. 
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IS  * 


COMMENT  & ANALYSIS 


PHILIP  STEPHENS 


Conspicuous  absence 

Britain  must  assess  the  economic  costs  and  benefits  of  joining 
the  euro  against  the  political  price  of  staying  out 


The  event  is  no  less 
momentous  for  the 
anticipation.  Instead,  the 
reality  of  the  euro  reminds 
us  of  the  Immense  scale  of 
the  endeavour.  It  remakes 
the  economic  and  the 
political  contours  of  the 
European  continent  In  so 
doing,  this  unique  enterprise 
presents  Britain  with  a 
fjnpmmn  os  acute  as  any 
that  the  nation  has  faced 
during  a long  post-war 
struggle  to  extricate  its 
future  from  its  past. 

It's  a pity  that  Gordon 
Brawn  did  not  attend  last 
week’s  christening  in 
Brussels.  But  Britain's 
chancellor  is  a proud  man. 
uncomfortable  in  the  role  of 
onlooker.  Perhaps  he  would 
have  been  teased  by 
Dominique  Strauss-Kahn, 
France's  mischievous 
finance  minister.  And  he 
certainly  would  have  been 
vexed  by  Oskar  Lafontaine’s 
restatement  of  German 
ambitions  to  add  economic 
to  monetary  union. 

Mr  Brown  should  have  put 
aside  his  pride.  The  sight  of 
a diplomat  taking  the 
chancellor's  place  in  the 
British  chair  served  as  an 
awkward  reminder  of 
another  missed  beginning.  It 
recalled  the  decision  of 
Anthony  Eden's  government 
to  despatch  an  official  rather 
than  a minister  to  the 
Messina  conference  where 
Britain’s  partners  were 
making  Europe's  future. 
Hard  to  believe  now  that 
Rab  Butler,  an  otherwise 
intelligent  chancellor, 
dismissed  this  seminal  event 
as  an  irrelevant 
“archaeological  excavation” 
in  some  small  Sicilian  town. 

Now  as  then  the  choice  for 
Britain  is  huge  and 
inescapable.  Mr  Blair  knows 
it  His  studied  public 
reticence  on  the  subject  of 
Britain's  participation 
cannot  conceal  the 
irrepressible  logic  of  his 


broader  approach  to  Europe. 
He  has  decided  that  Britain 
must  be  a player  on  that 
continent  He  cannot  kid 
himself  that  is  possible 
outside  the  euro. 

So  it  is  when  not  if.  As  one 
prime  ministerial  aide  said 

yesterday,  the  government 

has  declared  its  support  in 
principle.  Within  the  next 
few  weeks  it  will  publish 
what  it  has  called  a national 
changeover  plan.  Here  the 
Treasury  will  spell  out  the 
nuts  and  bolts  of  swapping 
pounds  for  euros.  Money 
may  be  allocated  to  adapt 
Whitehall’s  computers. 

It  is  not  enough.  The 
pressnre  of  events  demands 
of  Mr  Blair  a more  explicit 
timefoame.  Will  it  be  the 
three  years  that  the 
changeover  plan  postulates 
as  the  shortest  practicable? 
Five  years?  Maybe  10?  We 
learned  tram  Messina  that  it 
malms  a crucial  difference. 
How  long  might  it  be  before 
France  is  led  again  by  a 
government  which,  like  De 
Gaulle’s,  seeks  to  prolong 
the  discomfort  of  a Britain 
on  the  outside  looking  in? 

Just  as  important  as  the 
when  is  the  how.  Mr  Blair's 
position  is  that  the 
government  will  prepare  and 
then  decide.  That  decision 
will  be  taken  in  something 
called  the  national  economic 
interest.  To  that  end  Mr 
Brown  has  enunciated  five 
economic  “tests". 

This  is  the  politics  of 
convenience.  Mr  Brown’s 
tests  are  a flimsilv-drawn 
charade.  The  Treasury  can 
declare  them  met  or 
otherwise  more  or  less 
whenever  it  chooses. 
Ambiguity  was  always  the 
namw  of  this  particular 
game.  Of  course,  there  may 
well  be  a good  time  and  a 
bad  time  to  merge  Britain’s 
monetary  policy  with  that  of 
the  euro-11.  Any  sensible 
government  would  keep  an 
eye  on  the  cycle.  But  for  all 


the  spurious  certainty  of 
those  who  claim  economics 
as  their  profession,  this 
enterprise  precludes  a 
definitive  judgment 

We  can  speculate  now  that 
replacing  the  divine  right  of 
kings  with  that  of  central 
bankers  will  impose  a 
permanent  deflationary  bias 
to  Europe's  economies.  Or 
we  can  suppose  that  Wim 
Duisenberg,  president  of  the 
European  Central  Bank,  and 
his  colleagues  are  smart 
enough  to  understand  that 
the  ECB's  authority  rests 
ultimately  on  the  consent  of 
the  people.  Pessimists  can 
ten  us  that  a one-size-fits-an 
monetary  policy  is  a recipe 
for  permanent  slump  in 
Europe's  more  depressed 
regions.  Optimists  will  retort 
that  the  new  pressures  for 
structural  reform  in  product 
and  labour  markets  promise 
a permanent  addition  to 
competitiveness  and  growth. 

The  truth  is  it  will  be  a 
decade  at  least  before  we 
know  in  any  serious  sense 
whether  the  euro  is  a 
success.  And  even  then  the 
assessment  will  depend 
heavily  on  a guestimate  of 
what  otherwise  might  have 
been.  As  for  Britain,  any 
balance  sheet  erf  the 
economic  costs  and  benefits 
of  joining  has  to  be  weighed 
against  the  unquan  tillable 
risks  of  staying  out 

So  what  is  demanded  of 
Mr  Blair  is  a leap  of  faith.  It 
would  be  the  same  if  he 
chose  to  stay  out  Those  who 
hold  an  independent 
monetary  policy  to  be 
indispensible  to  economic 
success  conveniently  forget 
the  havoc  wrought  by 
sterling  during  the  post-war 
decades.  What  would  the 
pound  buy  In  Germany  in 
1960?  More  than  four  times 
as  much  as  it  would  sow. 

The  politics  and  the 
economics  are  indivisible. 
There  will  be  no  magic 
moment  when  the  time  is 


right  Mr  Blair  has  instead  to 
invert  his  stated  policy;  to 
decide  and  then  prepare. 
Perhaps  he  has  already  done 
so.  But  this  demands  an 
admission  - open  and  honest 
- that  in  the  broadest  sense 
Messrs  Strauss-Kahn  and 
Lafontaine  are  right  The 
euro  Is  a powerful  Impulse  to 
further  economic 
integration. 

What  is  important 
politically  is  not  this  obvious 
fact  but  the  nature  of  the 
closer  cooperation  which 
will  follow.  Those  who 
cherish  the  sovereign’s  head 
on  the  currency  predict  the 
instant  destruction  of  the 
nation  state.  But  they 
uphold  a (very  recent) 
symbol  of  nationhood. 
England,  Scotland  and  Wales 
were  proud  nations  long 
before  the  monach  first 
appeared  on  the  pound  note 
in  1946. 

No,  the  real  argument  is 
about  the  structure  of 
integration.  For  the  sceptics 
the  word  is  synonymous 
with  centralisation.  A single 
currency  requires  a single 
state,  a single  state  a single 
tax  policy.  Yet  listen 
carefully  and  there  is  no 
more  enthusiasm  in  Bonn 
and  Fails  than  in  London  for 
that  particular  blueprint 
What's  being  asked  for  In 
those  capitals  (and  often 
sensibly  so)  is  tighter  policy 
co-ordination  between 
governments. 

When  Mr  Lafontaine 
speaks  nf  harrpnnlBlng  taxes 
he  is  pursuing  Germany’s 
national  interest  When  Mr 
Strauss-Kahn  «>iis  for  a 
bigger  role  for  the  Euro-11 
council  of  finance  ministers 
he  is  speaking  fin:  France. 
Both  men  recognise  that  the 
euro  greatly  increases  their 
interdependency.  Hence  the 
pact  to  set  the  parameters  of 
fiscal  policy.  Yet  neither 
politician  intends  to  sacrifice 
national  to  rwriTtmn 
interests.  Quite  the  reverse. 
They  want  to  shape  the 
latter  in  a way  which 
advances  the  former. 

Here  lies  the  essence  of 
the  European  bargain  which 
Mr  Blair  must  re-explain  and 
the  British  people  must 
again  confront  Like  It  or 
not,  decisions  taken  on  the 
European  continent  shape 
Britain’s  security  and 
prosperity.  Is  the  national 
interest  best  pursued  at  the 
centre  or  from  the  margins? 
To  my  mind  this  perennial 
question  answers  itself. 


LETTERS  TO  THE  EDITOR 


Directors  remain  firmly  opposed 


to  the  UK  joining  the  euro 


jFVom  Mr  Tim  MetoQk-Ross. 

In  the  Financial  Times  bn 
New  Year's  Eve,  yon 
commented  once  again  on 
the  business  view  of  the 
euro  ("Business  and  unions 
warn  on  euro  delay")  and 
gave  the  impression  that  ♦*»«> 
main  business  organisations 
are  not  only  in  favour  of  the 
UK  joining  the  euro  but  also 
are  asking  for  the  govern- 
ment to  set  a membership 
date. 

May  I point  out  that  this 
business  organisation  - 
which  represents  47,000 
directors  in  the  UK  - 
together  with  other  organi- 


sations. such  as  the  Federa- 
tion of  Small  Businesses,  is 
firmly  opposed  to  the  UK 
joining  the  euro  for  the  fore- 
seeable future 

There  are  powerful 
economic  and  political 
reasons  for  this  position, 
which  seldom  receive  an 
airing  in  the  Financial 
Times. 

Sir  Clive  Thompson,  presi- 
dent of  the  Confederation  of 
British  Industry,  has  called 
for  a more  grown-up  debate 
about  the  single  currency, 
HTiri  this  would  be  greatly 
facilitated  if  you  were  to 
present  the  arguments 


against  the  UK  Joining  the 
single  currency  as  regularly 
as  you  present  the  argument 
for. 

And  on  the  matter  of  set- 
ting a membership  date,  I 
suggest  that  this  is  a little 
difficult  so  for  ahead  of  the 
referendum  which  will 
decide  whether  or  not  we 
join. 

Tim  MelvUle-Ross 
director-general. 

Institute  of 
Directors, 

116  Pall  Mall, 

London 

SW1Y  5ED,  UK 


Smaller  companies  at  mercy 
of  stiffer  interest  charges 

companies  are  charged  much 
stiffer  interest  rates  than 


Under  orders 
and  euroff! 

From  Lord  Cobbold. 

Sir,  On  behalf  of  all  those 
who  believe  in  the  fixture  of 
the  European  continent  and 
who  marvel  at  the  progress 
rnwrio  over  the  past  50  years, 
may  I,  through  your 
columns,  offer  a public 
welcome  to  the  euro? 

A currency  union  embrac- 
ing n nations  has  never 
been  tried  before  It  is  not 
without  risk. 

But  if  successful,  it  offers 
immense  opportunity  and 
economic  benefit  to  the 
peoples  of  Europe. 

It  could  become  a blue- 
print for  other  national 
groupings  across  the  world. 

The  euro  puts  an  end  to 
competitive  currency  devalu- 
ation - a scourge  that  has 
been  the  cause  of  war. 

The  euro  creates  poten- 
tially the  largest  capital 
market  in  the  world,  encour- 
aging investment  and  the 
creation  of  employment. 

Welcome  euro  - euroff! 
Godspeed! 

Lord  Cobbold, 

Kndx worth  House, 
Hertfordshire 
SG3  SPY,  UK 


From  Mr  Martin  Simons. 

Sir,  David  Blackwell's 
article  ("Rethink  on  small 
companies  urged”,  December 
30)  on  KFMG's  concern 
about  a 1 0-year  low  in  flota- 
tion of  small  companies  is 
timely.  The  decline  in  Mittal- 
stand  companies  in  the  UK 
is  a partial  consequence  of 
relentless  pressure  on 
smaller  suppliers  by  indus- 
trial and  retail  giants. 

Under  the  guise  of  supply 
chain  management, 
extended  credit  is  syphoned 
from  suppliers  who  conse- 
quently have  emasculated 
profits  and  cash  flows. 
Medium  and  smaller-sized 


From  Mr  M.  Wilson. 

Sir,  The  suggestion  that 
Labour  MPs  appear  to 
commit  more  flnanraal  indis- 
cretions, while  their  Tory 
counterparts  seem  more 
active  in  the  bedchamber 
caused  me  some  moments  of 
perplexity. 

The  penny  dropped  when  I 
recalled  Maslow's  "hier- 
archy of  needs”.  Of  course! 


large  groups. 

The  City  should  not  coun- 
tenance profitability 
expressed  in  terms  of  net 
operating  assets  which  are 
reduced  by  delayed  payment. 
And  calculation  of  asset 
gearing  without  regard  to 
the  level  of  trade  is  foolish. 

The  Bank  of  England 
should  use  its  influence  to 
ensure  that  large  companies 
pay  equitably. 

Martin  Simons, 

24  Granard  Avenue, 

Putney, 

London  SW15  6HJ,  UK 


Sexual  needs  become  para- 
mount only  when  the  basics 
- such  as  food  and  shelter 
(wealth)  - have  been  satis- 
fied. QED? 

Michael  J.C.  Wilson, 
‘Bridleways', 

42  Spring  Roads, 

Market  Weigh  ton, 

York 

Y043  3JE,  UK 


Satisfying  the  most  basic  needs 


Paris  system 
for  repo 
clearance  . 
‘overlooked* 

From  Mr  Jean  Carrtn 

Billiard. 

Sir.  In  your  article  on  the 
London  Clearing  House 
(“LCH  to  offer  clearing 
service  for  European  repos", 
December  22).  you  assert 
that  RepoClear,  the  proposed 
repo  clearing  facility,  lathe 
first  in  Europe. 

The  article  has  apparently 
overlooked  the  existence  of 
Cleamet,  the  Paris  Bourse's 
cash  and  repo  clearing  sys- 
tem. My  company,  Prondn* 
nofl.  a European  government 
securities  broker,  has  been  a . 
Clearnet  customer  since  its 
debut. 

The  Clearnet  facility  was 
launched  on  November  6 last 
year  ("French  house  to 
expand",  FT,  December  2) 
and  offers  a clearing  service 
in  French  government  secu- 
rities. It  plans  to  extend  this 
service  to  all  euro-zone 
government  securities  in  due 
course. 

The  project  has  been 
encouraged  by  a group  of. 
European  banks  with  the 
aim  of  reducing  counterpart 
risk  -and,  in  the  process, 
reducing  the  amount  of  capi- 
tal set  aside  against'  the  - 
possibility  of  default 

It  also  has  the  appeal  of 
offering  members  the  facility 
of  "netting  out"  capital 
placed  with  Clearnet  on 
their  cash  or  repo  trans- 
actions against  existing 
margin/deposit  capital  with 
Cleamet. 

The  distinction  between 
RepoClear  and  Cleamet  Ik 
that  Clearnet  is  operational 
and  is  used  by  the  French 
government  debt  primary 
dealers,  whereas  RepoClear 
remains . a project,  in 
development 

Jean  Carren  Billiard, 
president  du  directoire, 
Prominnofl, 

43-45  rue  Taitbont, 

75009  Paris 


Number  One  Southwark  Bridge,  London  SE1  9HL 
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tattas  written  In  the  mah  mamaUmd  languages.  Fax  01 71  873  5938.  Lanars  shoJd  be  Qf»d  aid  rtf  bond  writtav 


Telephone  Numbers 

with  "Osaka/Hyago  6"  area  code  were  changed. 
January  1,1999  at  2:00  u.ijpmh 

I 


How  to  call  phone  numbers  with  “Osaka/Hyogo  6”  area  code. 


Target 

Phone  numbers  with  “Osaka/Hyogo  6" 
area  code  were  changed. 

• Phone  numbers  for  fax  machines, 

ISDN  and  pagers  were  also  changed 
and  not  just  those  for  conventional 
phones. 

•Phones  numbers 
that  previously 
used  four-digit 
city  codes 
"4aaa"  and 
“7  aaa"  were 
not  affected  by 
this  change. 

MnuawaiiiMOKwn 


Builders  of  the  aqi; 


Please  revise  following 
items  immediately. 

Speed  Dial/Quick  Dial 

Phone  numbers  with  "Osaka/Hyogo 
6"  area  code  stored  In  phones  and 
fax  machines 


Printed  Material 

Phone  numbers  with  "Osaka/Hyogo 
6"  area  code  listed  on  business 
cards,  envelopes,  advertisements 
and  catalogues 


Previous  phone  number 

Current  phone  number  j nSSmSH** 

“S1  -8I-6-AAA-0QDD 

- -81-6-6MA-DDC1Q 

Country  Area  Telephone 

code  code  number 

Country  Area  Telephone 

code  code  number 

'Dialing  without  the  exlra  "b"  connects  you  to  a wrong  number. 


PERSONAL  VIEW  GEORGE  SORQS 

To  avert  the  next  crisis 


The  IMF  should  be  transformed  into  an  international  central  bank  so  that  it  can  act  to- 
prevent  financial  crises  as  well  as  be  the  lender  of  last  resort  to  distressed  countries 


So  will  it  be  business 
as  usual  in  1999?  The 
recent  dramatic  vola- 
tility in  financial 
markets  Is  but  a distant 
memory-  The  miseries  of 
Russians  and  Indonesians 
seem  far  away.  But  the 
global  financial  system  still 
has  fundamental  flaws. 
Unless  these  problems  are 
addressed  and  we  learn  the 
lessons  of  the  past  year,  the 
system  Is  liable  to  collapse. 

Booms  and  busts  are 
endemic  in  financial  mar- 
kets. Instead  of  moving  like 
a pendulum,  markets  can 
move  like  a wrecking  ball, 
knocking  over  one  economy 
after  another.  The  swings 
cannot  be  avoided  alto- 
gether, but  they  need  to  be 
brought  under  control  Inter- 
national financial  institu- 
tions, nobably  the  Interna- 
tional Monetary  Fund  and 
the  World  Bank,  were 
designed  for  a world  devoid 
of  large-scale  capital  flows. 
In  the  recent  crisis,  the  IMF 
proved  part  of  the  problem 
rather  than  the  solution. 

The  primary  mission  of 
the  IMF  is  to  preserve  the 
international  financial  sys- 
tem. Its  task  is  to  ensure 
that  a debtor  country  will  be 
able  to  meet  its  international 
obligations,  if  not  right 
away,  then  within  the  fore- 
seeable future.  The  condi- 
tions it  imposes  on  the 
debtor  country  include  puni- 
tively  high  interest  rates, 
which  serve  the  dual  pur- 
pose of  stabilising  exchange 
rates  and  creating  a trade 
surplus  by  precipitating  a 
recession.  Both  develop- 
ments indirectly  benefit 
lenders  because  they  facili- 
tate the  repayment  of  debts. 

This  method  of  operation 
has  given  rise  to  what  is 
now  recognized  as  a moral 
hazard.  In  case  of  trouble, 
lenders  can  count  on  the 
IMF  to  bail  them  out;  this 
has  supposedly  encouraged 
sloppy  lending  practices. 
Actually,  the  moral  hazard  is 
better  described  as  an  asym- 
metry in  the  treatment  of 
lenders  and  borrowers. 

There  is  another  asymme- 
try in  the  way  the  IMF  cur- 
rently operates.  It  can  inter- 
vene only  in  times  of  crisis; 
it  has  no  authority  to  pre- 
vent a crisis  from  develop- 
ing. Yet  experience  shows 


busts  can  be  prevented  only 
by  moderating  the  booms 
that  precede  them. 

These  two  asymmetries, 
taken  together,  explain  why 
the  IMF  has  become  part  of 
the  problem.  In  the  most 
recent  crisis,  the  IMF 
Imposed  punitive  interest 
rates  and  the  countries  con- 
cerned were  plunged  into 
deep  recession.  But  when 
the  crisis  threatened  the  US, 
the  Federal  Reserve  lowered 
interest  rates  and  the  US 
economy  escaped  unscathed. 

The  IMF  is  now  under 
severe  attack.  There  are 
voices  calling  for  its  aboli- 
tion. Others  want  to  cripple 
it  by  imposing  all  kinds  of 
conditions.  1 believe  these 
attacks  are  misconceived.  If 
global  financial  markets  are 
inherently  unstable  we  need 
a stronger  regulatory  frame- 
work rather  than  the  dis- 
mantling of  existing  institn- 


kets  were  unwilling  to  do  so. 

Those  countries  which 
cannot  or  will  not  neat 
these  conditions  would  con- 
tinue to  have  access  to  the 
IMF  on  terms  similar  to 
those  which  are  available 
currently  with  one  impor- 
tant difference;  in  a crisis 
the  IMF  would  impose  condi- 
tions not  only  on  the  coun- 
try concerned  but  also  on 
the  creditors.  By  putting 
would-be  creditors  on  notice, 
the  IMF  would  prevent 
excessive  capital  inflows 
from  developing.  If  it  still 
became  necessary  to  impose 
a moratorium  or  a compul- 
sory debt-to-equity  conver- 
sion scheme,  the  interna- 
tional financial  system 
would  not  be  disrupted, 
because  it  would  be  an  iso- 
lated case  The  threat  of  can-, 
tagjon,  inherent  in  the  cur: 
rent  arrangements,  would  be 
eliminated. 


The  new  IMF  would  eliminate 
the  imbalance  between 
prevention  and  cure.  The 
emphasis  would  be  on  prevention 


tions.  To  be  specific,  we  need 
to  convert  the  IMF  Into 
something  resembling  an 
international  central  bank. 

I do  not  have  in  minrf  an 
Institution  like  the  Federal 
Reserve  or  the  European 
Central  Bank.  I am  talking 
about  empowering  the  IMF 
to  act  as  lender  of  last  resort 
with  regard  to  a select  group 
of  countries  that  are  eager  to 
obtain  such  protection.  The 
countries  concerned  would 
have  to  follow  sound  macro- 
economic  policies;  have  a 
sound  banking  system,  with 
appropriate  supervision;  pro- 
vide adequate  Information 
both  to  the  IMF  and  to  the 
markets;  maintain  flexible 
exchange  rates  with  appro- 
priate measures  for  the  con- 
trol of  excessive  capital 
flows;  have  proper  corporate 
governance  and  bankruptcy 
laws;  respect  certain  basic 
human  rights  and  abide  by 
the  rule  of  law.  In.  return, 
the  IMF  would  stand  by  as  a 
lender  of  last  resort  and  pro- 
vide an  adequate  supply  of 
capital  when  financial  mar- 


Empowering  the  IMF  to 
act  as  lender  of  last  resort 
would  radically  change  the 
mission  of  the  IMF  and  the 
way  it  operates.  It  would 
eliminate  the  current  imbal- 
ance in  favor  of  creditors. 

The  new  arrangement 
would  also  eliminate  the 
Imbalance  between  preven- 
tion and  cure.  The  emphasis 
would  be  on  prevention, 
where  it  properly  belongs. 
Booms  and  busts  would  not 
be  banished  altogether;  but 
the  IMF,  in  its  new  Incarna- 
tion, could  also  act  as  a kind 
of  international  central- 
bank,  regulating  the  envi- 
ronment for  international 
capital  flows  in  order  to. 
obviate  the  need  to  inter- 
vene as  lender  of  last  resort. 

This  Is  not  an  utopian 
Ideal  but  an  Idea  that  could 
and  should  be  implemented 
right  now.  It  is  implicit  in  a 
recent  G7  communique, 
which  proposed  preventative 
actions  and  a contingency 
fund,  and  in  the  speeches  of 
Bill  Clinton,  the  US  presi- 
dent, Gordon  Brown,  the  UK 


and  other  statesmen. 

1 would  not  like  to  pretend 
that  it  would  be  .easy  to 
establish  the  rules  by  which 
a reconstituted  IMF  would1 
operate..  An  international 
regulator  of  credit  and 
money  supply  would  have  to 
consider  not  only  the  coun- 
tries at  the  periphery  but 
also  those  at  the  centre  of 
the  global  capitalist  system. 
It  would  be  improper  for 
either  the  US  Federal 
Reserve  or  the  European 
Central  Bank  to  allow  its' 
autonomy  to  be  infringed  by 
an  international  body,  but 
both  Institutions  would  be 
represented  on  the  govern- 
ing body  of  the  reconstituted 
IMF,  and  in  that  context, 
they  would  be  better  able  to 
: coordinate  their  global 
responsibilities. 

Most  global  finanriwi  cri- 
ses have  been  precipitated 
by. a rise  in  Interest  rales.  - 
That  was  true  in.  1929, .in 
1982,  and  again  In  1992  when 
the  reunification  of  Germany 
destroyed  the  European 
Exchange  Bate  Mechanism. 
It  was  not  the  case  in  1997-8, 
but  it  -may  well  be  the  case' 
in  the  next  crisis.  The  ability 
to  iqject  or  restrict  liquidity 
not  only  at  the  centre  but  at 
the  periphery  would  open  up 
policy  options  not  now  avail- 
able.. Something  resembling 
an  international  central 
bank  could  provide  the  cor-, 
nerstone  of  the  financial : 
architecture  around  wfcich  a 
new  Bratton  Woods  confer- 
ence could  be  organized. 

In  the  US,  a task  force  of 
the  Council  on  Foreign  Rela- 
tions and  others  are  study- 
ing the  subject;  there  ought 
to  be*  similar  initiatives  in, 
Europe.  But  it  is  even  more 
important  that  the  countries, 
that*  could  benefit  from  a 
lender  of  last  resort  - In 
Southeast  Asia,  iJtin  Amer- 
ica and  the  rest  of  the  world 
- should  address  the  issue; - 
After  all,  if  the  new  architao-  ■ 
ture  is  to  correct  the  asym- 
metry  between  centre  andj 
periphery,  countries  at  tire 
periphery  should  have  an- 
im  portent  say  in  its  Hwdyn. . 

Gewpe  Soros  is  chairman  & ■ 
Soros  Fund,  Management  and 
Of  the  Open  Society  institute 
and  author  Of  The  Crists  q f 
Global  Capitalism  ' 
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Taking  a lead 
from  the  euro 


The  birfe  off  .the  euro,  which  starts  trading  on  the  foreign 
exchange  markets  today,  is  an  important  event  in  Euro- 
pean  history.  It  is  the  culmination  of  four  decades  of 
MEort  to  bring  the  nations  of  Europe  together  after  the 
devastation  of  two  world  wars.  And  it  also  points  forward: 

t<Lrlc  nmnedi*te  Med  for  closer  cooperation  between 
nation  states  and  perhaps,  more  controversially,  to  a 
federation  with  extensive  central  powers. 

- The  political  capital  which  European  governments  have 
invested  in  economic  and  monetary,  union  in  recent  years 
has  confounded  sceptics.  Even  many  of  Emu’s  supporters 
refused. -to  believe  that  ll  continental  powers  would  be 
ready  to  merge  their  currencies  by  January  1 1999.  There 
is  every  prospect  that  this  impressive  determination  to 
get  the  process  started  will  be  carried  forward  to  maiw»  it 
work.  t 

The  recent  swing  from  conservative  to  centre-left  gov- 
ernments in  Europe  may,  it  is  true,  lead  to  some  uncom- 
fortable debates  about  the  relationship  between  fiscal  and 
monetary  policy  and  .social  objectives  within  the  euro- 
zone. But  there  is  no  evidence  that  the  new  left-leaning 
governments  question  the  fundamental  desirability  of 
Emu  or  the  broad  direction  off  its  development. 

That  must  inevitably  lead  to  closer  political  integration, 
with  profound  consequences  for  the  European  Union. 
There  are  two  sets  of  reasons  for  this,  one  practical  anrf 
the  other  historical. 

First,  on  a practical  level,  it  is  obvious  that  the 
operations  of  the  new  European  Central  Bank  must  be 
matched  by  closer  co-operation  over  national  fiscal 
policies,  as  was  agreed  in  the  Maastricht  treaty  of  1991. 
The  extent  to  which  the  Euro-11  committee  for  euro-zone 
finance  ministers  will  become  a new  centre  of  economic 
power  remains  uncertain. 

But  in  considering,  for  example,  the  common  problem  of 
unemployment,  ministers  are  bound  to  be  interested  in 
the  interaction  of  their  fiscal  policies,  the  interest  rates 
set  by  the  EGB,  and  movements  of  the  euro  exchange 
rate.  So  there  is  little  doubt  that  a common  monetary 
regime  will  exert  a strong  gravitational  force  over  all 
macro-economic  decision-malting. 

Holding  fast  to  four  principles 

Second,  many  in  Europe  will  see  this  centralising  ten- 
dency, from  an  historical  perspective,  as  desirable  as  well 
as  inevitable.  As  Sir  Lean  Britten,  the  EU  trade  commis- 
sioner, has  pointed  oat  “The  union's  purpose  has  been  to 
cement  the  peoples  of  Europe  together  in  a way  that 
would  make  war  unthinkable  and  impossible.  That  is  a 
fundamentally  political  role,  even  if  the  tools  used  by  the 
union  are  primarily  economic.”  The  first  moves  towards  a 
common  currency  were,  indeed,  proposed  almost  30  years 
ago  at  The  Hague,  to  help  in  binding  the  original  six  EEC 
nations  together. 

Even  from  a purely  economic  perspective,  the  new  cur-" 
rency  represents  much  more  than  a convenience  to  facili- 
tate trade  within  the  EU,  as  some  critics  (particularly  in 
Britain)  are  apt  to  suggest  The  euro  is  founded  on  the 
economic  ideals,  shared  by  Britain's  Labour  government, 
of  long-term  monetary  and  fiscal  stability.  The  vision  of 
Europe  as  a zone  off  low  inflation  and  sound  government 
finances  is  a worthy  one.  And  as  a result  off  strenuous 
efforts  in.  recent  years,  it  looks  attainable,  despite  prob- 
lems of  unemployment  and  high  labour  costs.  Euro-zone 
inflation  Ml  to  only  about  1 per  cent  in  1998,  and  it  is 
unlikely  to  rise  much  this  year.  Meanwhile,  government 
budget  deficits  represent  about  2.5  per  cent  off  the  zone’s 
gross  domestic  product,  half  the  average  figure  in  1996. 

More  broadly,  the  euro  creates  an  integrated  economic 
bloc  containing  290m  people  and  accounting  for  about  a 
fifth  of  world  GDP.  It  has  a larger  population  than  the  US 
and  about  the  same  share  of  world  trade.  It  seems  inevita- 
ble that,  over  time*  political  structures  will  evolve  to 
match  such  economic  power,  even  though  the  common 
defence  and  foreign  policies  envisaged  in  the  Maastricht 
treaty  have  been  slow  in  getting  off  the  ground. 

Nobody  can  be  sure  how  fast  integration  will  be,  but  the 
direction  is  dear.  The  euro  represents  a big  stride  along 
this  path,  and  all  EU  members  need  to  consider  carefully 
where  it  is  leading.  In  doing  so,  they  must  hold  fast  to 
four  principles;  the  need  for  strict  limits  and  a better 
definition  of  the  powers  of  the  centre;  better  transparency 
and  democratic  accountability  of  the  EU  institutions; 
preservation  cd  a liberal  and  open  economic  regime;  and 
overall,  a strong  and  explicit  regard  for  individual  liber- 
ties. 

The  broad  aim  should  be  to  limit  the  “federal”  powers  of 
the  union  to  things  that  cannot  be  better  done  by  nation 
states.  The  ED’S  principle  of  subsidiarity  is  supposed  to 
achieve  this-  But  its  wording  is  much  vaguer,  for  example. 
thp"  that  in  the  US  constitution.  This  was  intended  to 
limit  the  powers  of  the  federal  government  to  those 
matters  delegated  by  the  states,  but  since  the  civil  war  it 
has  not  always  been  successful  in  doing  so.  Even  without 
clearer  wording',  the  EU  needs  stronger  means  for  testing 
whether  proposed  EU  legislation  breaches  the  principle. 

Economic  openness,  hard  discipline 

The  European  parliament,  which  now  assumes  an  impor- 
I tant  role  in  scrutinising  the  ECB,  might  do  more  as  a 
f'  an  the  commission  and  the  council  of  ministers,  but 

greater  openness,  particularly  in  the  council,  is  also 
needed.  Better  scrutiny  by  national  parliaments,  perhaps 
through  a joint  coramitteei  would  help.  There  have  been 
many  other  proposals,  including  a second  chamber  drawn 
from  natlpTmi  parliaments,  elected  commissioners,  a 
standing  council  of  ministers,  and  the  regular  referral  of 
constitutional  matters  to  the  European  Court  of  Justice. 
But  first,  EU  governments  must  recognise  the  need  to 
limit  the  powers  of  the  centre  and  to  strengthen  democ- 
racy ami  openness  in  exercising  them. 

Even  more  important  is  a broad  agreement  on  the  use  of 
those  powers.  The  intrusive,  corporatist  tendency  of  the 
1980s  proved  widely  unpopular,  and  the  volume  of  such 
lias  been  much  reduced.  Even  so,  some  in 
Europe  would  still  like  to  create  harmonised  laws  for 
everything  that,  moves,  from  water  punty  to  taxes.  They 
must  be  resisted.  So  must  those  who  want  to  institutional- 
ise throughout  .Europe  the  excessive  regulations  which 
threaten  competitiveness  in  their  own  economies,  pie 
euro,  by  increasing  price  transparency  and  competition 
throughout  the  zone,  will  encourage  such  demands.  They 
.4  must  be  resisted  all  the  more.  . 

* Better  political  institutions  in  the  EU  are  desirable,  both 
to  smooth  the  admission  of  new  members  and  to  make  the 
union  strong  and  outward  looking.  But  they  most: not  be 
used  to  frustrate  the  effects  of  an  open 
which  will  both  improve  general  prosperity  and  help  to 

preserve  national  and  personal  freedoms. 

The  euro  will  reinforce  economic  openness,  but  for 
companies  and  governments,  it  will  also^create  hart  dgci- 
pSn^lSey  must  be  accepted  cheerfully  to  mate - Emu 
work.  And  from  today,  there  is  no  choice.  It  must  wort 


Welcome  to  the  euro-zone 

The  euro  is  the  symbol  of  a new  economic  superpower,  whose  output  matches  that  of  the  US. 
But  its  financial  clout  will  depend  on  closer  integration,  says  Wolfgang  Munchau 


After  a manic  weekend 
of  preparations,  trad- 
ers wfl]  return  to  their 
euro-compliant  desks 
this  morning  to  discover  that  the 
world  pimtigpri.  The  euro  has 
arrived  with  a big  bang,  displac- 
ing the  more  familiar  D-Marks, 
francs  and  lire  to  a transitional 
and  - much  diminished  existence, 
mainly  in  the  form  of  hard  cash. 

In  financial  centres,  the  euro 
will  be  the  sole  currency  of  the  11 
countries  which  launched  this 
unique  experiment  on  January  1. 
The  € symbol  will  be  flashing  on 
computer  screens,  showing  new 

and  unfamiliar  exchange  rates, 
bond  and  equity  prices. 

The  euro  will  be  larger  than  its 
constituent  parts.  It  will  be  the 
world’s  second  most-traded  cur- 
rency after  the  dollar.  Europe's 
beard  and  equity  markets,  previ- 
ously fragmented  on  national 
lines,  will  also  become  more  liq- 
uid and  Integrated.  In  terms  of 
size,  the  euro-zone  and  the  US 
are  evenly  matched,  each  with  a 
20  per  cent  share  of  world  eco- 
nomic output,  followed  some  way 
behind  by  Japan.  The  world  will 
become  more  bipolar.  . 

But  this  may  prove  to  be  only  a 
starting  point.  Europe's  economic 
and  monetary  union  Is  far  from 
complete.  While  the  introduction 
of  the  euro  is  an  Important  his- 
toric achievement,  the  task  of 
making  the  euro  work  has  yet  to 
start  in  earnest 
Emu  is  a game  of  double  or 
quits.  If  accompanied  by  prudent 
policies  and  economic  reforms,  it 
could  help  secure  sound  and  sta- 
ble growth  and  reduce  Europe's 
chronic  unemployment  But  if 
Emu  fails,  the  whole  process  of 
European  integration  may  be  at 
risk.  To  make  integration  work, 
Europe  has  to  be  prepared  for 
far-reaching  changes. 

• Structural  reform.  In  theory, 
the  adoption  of  the  euro  deprives 
its  members  of  two  traditional 
tools  of  macroeconomic  policy: 
the  exchange  rate  and  the  inter- 
est rate.  In  practice,  these  instru- 
ments ceased  to  be  relevant  when 
most  members  of  Emu  tied  their 
currencies  to  the  D-Mark. 

Emu  also  commits  govern- 
ments to  strict  budget  guidelines 
through  a stability  and  growth 
pact  which  places  ceilings  on  fis- 
cal deficits.  Not  a single  macro- 
economic  weapon  remains  in  the 
armoury  of  Emu  members  to 
defend  them  against  unwelcome 
shocks.  This  means  that  even 
large  countries,  such,  as  Germany 
and  France,  have  ceased  to  exist 
as  relevant  macroeconomic  units. 
To  all  intents  and  purposes,  they 
have  become  regions. 

To  deal  with  shocks,  euro  coun- 
tries will  have  to  develop  other 
defences.  Two  important  shock- 
absorbers  in  the.  US  axe  the 
mobility  of  labour  ahd  financial 
transfers  from  booming  to 
depressed  regions. 

In  Europe,  language  barriers 
restrict  labour  mobility.  Even 
within  countries,  workers  have 
often  been  reluctant  to  up  stakes 
and  move  to  where  the  job6  are. 
In  Italy,  for  example,  there  is  rel- 
atively little  labour  mobility 
between  the  north  and  south  of 
the  country. 

Emu  is  therefore  likely  to 
remain  extremely  vulnerable  to 
strong  “asymmetric"  shocks.  For 
tunately.  they  are  relatively  rare. 
German  unification  was  such  a 
shock,  affecting  Germany,  as  it 
did,  much  more  than  its  neigh- 
bours. The  oil  crisis  of  the  late 
1970s  was  also  a big  external 
shock,  hut  it  affected  countries  in 
the  euro-zone  in  a relatively  uni- 
form fashion. 


The  best  shock  absorber  for 
Europe  would  be  the  creation  of  a 
robust  economy  and  a gradual 
return  to  full  employment 
Critics  who  are  not  familiar 
with  Europe  often  argue  that 
labour  market  inflexibility  is  the 
reason  for  high  unemployment 
There  is  some  truth  in  this,  but 
labour  market  flexibility  is  not 
the  most  important  Issue.  Euro- 


The  euro-zone  will 
be  a relatively  closed 
economy.  Its  share 
off  -foreign  trade  to 
GDP  will  be  about 
10  per  cent 


pean  labour  markets  are  much 
more  flexible  than  they  were  in 
the  1970s  or  1980s.  Part-time  and 
temporary  work  are  more  com- 
mon. It  has  also  become  easier  to 
sack  employees. 

The  real  issue  is  the  high  cost 
of  labour  - and  more  specifically 
the  large  gap  between  the  cost  of 
hiring  an  employee  and  net 
wages.  A large  part  of  that  gap  is 
accounted  for  by  indirect  labour 
costs  and  most  of  these  are  made 
up  by  pension  contributions. 
Many  European  pension  systems 
will  need  to  be  reformed  to  cope 


with  ageing  populations  and  to 
Increase  their  return  on  capital 
invested.  One  way  of  achieving 
this  is  to  move  parts  of  the  sys- 
tem □□  to  a funded  basis.  At  pres- 
ent, pension  contributions 
are  not  invested  but 
used  to  pay  existing 
pensioners. 

Europe's  economy  would  also 
be  strengthened  if  governments 
reformed  the  way  the  welfare 
system  interacts  with  the  labour 
market  Earned  income  tax  cred- 
its - tax  rebates  for  low  income 
workers  - significantly  reduced 
unemployment  in  the  US.  and 
might,  if  introduced  in  Europe, 
constitute  a socially  acceptable 
way  of  embracing  a low-income 
job  sector. 

• Fiscal  Policy.  Fiscal  policy  is 
governed  by  the  stability  part 
which  recommends  that  govern- 
ments should  run  balanced  bud- 
gets over  an  economic  cycle.  The 
pact  caps  deficits  at  3 per  cent  of 
gross  domestic  product,  but  this 
celling  is  likely  to  come  under 
pressure.  Pension  reform,  for 
one.  is  likely  to  put  a big  strain 
on  government  finances,  because 
of  the  loss  of  Income  when  work- 
ers switch  from  state-funded 
schemes  to  individual  retirement 
accounts. 

It  Is  not  yet  clear  how  effec- 
tively members  of  the  euro-zone 
will  coordinate  their  fiscal  poli- 
cies. It  will  be  up  to  the  finance 
ministers  of  the  11  member  coun- 
tries to  do  so.  Their  cooperation 


would  greatly  help  the  European 
Central  Bank  to  keep  Interest 
rates  low. 

It  is  less  dear  whether  Emu 
requires  tax  harmonisation.  Tax 
systems  vary  widely  among  the 
11  member  states.  Britain  and 
Germany  have  recently  been 
engaged  in  a fruitless  debate  on 
this  issue.  It  is  difficult  to  con- 
ceive bow  a single  and  integrated 

The  US  has  made 
clear  ft  rejects 
Franco-German 
proposals  for 
exchange  rate 
target  zones 


economy  can  afford  to  run  com- 
pletely different  tax  systems  in 
the  long  run  but  the  process 
of  convergence  may  take 
some  time. 

• Monetary  Policy.  Monetary 
policy  will  play  a critical  part  in 
the  success  of  Emu.  It  is  a poten- 
tially destructive  power.  Bad 
monetary  policy  can  destroy 
Emu,  while  good  monetary  policy 
may  not  necessarily  save  it  if 
Emu  comes  under  pressure. 

Europe's  fiercely  Independent 
central  bankers  have  tradition- 
ally emphasised  price  stability  as 


their  primary  target.  But  last 
month's  co-ordinated  interest 
rale  cut  by  a number  of  central 
banks  suggests  a new  sensitivity 
to  global  financial  risks  and  the 
projected  economic  slowdown  in 
1999. 

No  advantage  would  be  gained  if 
Europeans  were  to  abandon  the 
goal  of  price  stability  in  exchange 
for  uncertain  trade-offs. 

But  with  euro-zone  infla- 
tion at  about  l per  cent 
and  falling,  and  nomi- 
nal short-term  interest 
rates  at  3 per  cent,  the  low  level 
of  real  interest  rates  represents  a 
relatively  expansionary  monetary 
policy  stance  for  the  current  eco- 
nomic environment.  The  ECB 
still  has  limited  room  for  further 
rate  cuts  - maybe  up  to  0.5  per- 
centage points  in  the  absence  of 
any  deflationary  shocks  - but  it 
would  be  wise  to  time  those  cuts 
for  maximum  effect. 

• The  international  economy. 
US  officials  in  particular  hope 
that  Emu  will  make  the  Euro- 
peans less  parochial  and  Intro- 
spective. Emu  may  also  render 
Europeans  far  more  assertive  as 
the  euro-zone  becomes  an  effec- 
tive economic  superpower. 

Unlike  some  of  its  individual 
members,  the  euro-zone  will  be  a 
relatively  closed  economy.  Its 
share  of  foreign  trade  to  GDP  will 
be  about  10  per  cent,  similar  to 
that  in  the  US.  But  while  the  US 
has  traditionally  followed  a pol- 
icy of  benign  neglect  towards  the 
dollar,  Europeans  have  tended  to 
be  obsessed  by  the  exchange  rate. 
This  could  be  about  to  change,  as 
Europeans  discover  that  the 
euro-zone  as  a whole  is  less 
sensitive  to  exchange  rate 
movements. 

But  it  might  be  wise  for  policy- 
makers to  encourage  a stable  cur- 
rency. and  in  particular,  to  pre- 
rent any  excessive  appreciation 
of  the  euro  against  the  dollar. 
Wim  Dulsenberg,  president  of  the 
ECB.  has  already  indicated  that 
monetary  policy  will  be  designed 
to  maintain  a competitive  euro. 
The  US  administration  has  also 
nude  it  clear  that  it  rejects  Fran- 
co-German proposals  for 
exchange-rate  target  zones, 
which  would  allow  the  exchange 
rate  to  fluctuate  in  a given  band 
around  a target 
One  area,  of  International  pol- 
icy oo-operation  that  is  proving 
exceedingly  difficult,  however,  is 
the  question  of  how  the  euro- 
zone should  be  represented  on 
the  world  stage.  France,  Ger- 
many and  Italy  want  to  retain 
their  individual  seats  at  the  G7 
table,  alongside  new  representa- 
tives of  the  euro-zone.  The  US 
administration  rejects  thus  double 
representation,  which  might  also 
undermine  the  euro-zone  itself. 
Haggling  about  who  represents 
what  is  a time-honoured  tradition 
within  the  European  Union, 
where  there  has  always  been  a 
need  to  balance  the  interests  of 
small  and  large  countries. 
However,  this  squabbling  does 
not  befit  an  economic 
superpower. 

Emu's  chances  of  succeeding, 
therefore,  will  depend  on  more 
than  just  good  luck  and  good  tim- 
ing. Europe  needs  structural 
reforms,  co-ordinated  economic 
policies,  a strong  commitment  to 
enhance  growth,  and  a readiness 
to  accept  greater  responsibility 
for  the  global  economy.  Any  one 
of  these  new  policies  would  entail 
a big  departure  from  the  cosy 
way  Europeans  have  run  their 
countries.  Together,  they  add  up 
to  a fundamental  change  in 
regime. 


OBSERVER 


Off  piste 
for  Russians 

Apart  from  avalanches,  the  big 
risk  on  the  piste  in  Europe  this 
winter  Is  the  influx  of  New 
Russians  - complete  with  armed 
guards,  bags  of  cocaine,  wads  of 
US  dollars  and  reputedly  boorish 
manners. 

Their  record  is  so  bad  that  a 
number  of  Austrian  hotels  and  at 
least  one  chalet  agency  in  the 
Trois  Values  region  of  France  are 
refusing  to  accept  any  Russian 
guests.  Time  was  when  the 
Russians,  who  celebrate 
Christmas  and  New  Year  in 
January  after  everyone  else  has 
gone  home,  filled  a gap  in  the  ski 
resorts'  calendars.  But  now  their 
habit  of  barging  other  hotel 
guests  aside  and  annoying  chalet 
staff  - the  ritual  search  for 
bugging  devices  provides  a rare 
source  of  amusement  - has 
made  them  about  as  welcome  as 
an  early  thaw. 

A chalet  worker  reports  one 
recent  group  used  only  four 
words  of  English  ail  week  - 
“Fetch,  chicken,  ham,  eggs." 
Another  New  Russian  gripe  is 
being  offered  too  good  a deal:  a 
French  chalet  operator  says  a 
group  turned  down  a cut-price 
package  - and  went  to  find  a 
higher  price  elsewhere.  Chalet 
staff  aren't  complaining. 

Serial  director 

Jean-Marie  Messier  may  have 


been  only  39  when  in  1996  he 
rose  to  the  top  of  Vivendi,  the 
company  formerly  known  as 
Generate  das  E aux,  but  his 
enthusiasm  for  accumulating 
directorships  is  more  typical  of 
more  elderly  boardroom  types. 
And  it’s  definitely  out  of  line  with 
the  recommendations  set  out  in 
the  1995  Vienot  report  on 
corporate  governance  in  France. 

It's  understandable  that 
Messier  should  figure  on  the 
board  of  every  one  of  Vivendi's 
existing  subsidiaries  (Canal  Plus, 
Cegetel,  CGEA,  CGIS  Generate 
de  Chauffe,  Havas,  SGE)  as  well 
as  on  the  board  of  its  new 
Spanish  acquisition  FCC.  But  he 
also  serves  at  former  subsidiary 
Saznt-Gobain  and  at  unrelated 
companies  such  as  LVMH  and 
Strafor  Facom. 

Even  so,  Messier’s  portfolio 
looks  fairly  modest  against  that 
of  boardroom  champion  Antoine 
Bemhefcn,  74,  who  has  got  seats 
on  the  boards  of  various  Lazard 
associates  (Gaz  & Eaux  and 
Eurafrance)  as  well  as  chairing 
Italian  insurer  Generafi  and  its 
French  subsidiaries  and  being  a 
director  of  companies  such  as 
AXA,  LVMH,  Boltote 
Technologies,  Albatros 
Investissement,  -Cimants 
Fran  cats,  Eridania  Beghin-Say 
and  the  Andte  group.  To  fill  in 
the  time,  he's  also  deputy 
chaiman  of  Italy’s  Mediobanca. 

Corporate  governance, 
incidentally,  translates  into 
French  as  fe  corporate 
governance  - one  bit  of  creeping 


Anglo-Saxon  the  Academie 
Frangaise  somehow  managed  to 
completely  overtook. 

Matter  of  taste 

It's  never  too  lata  to  change  your 
colours.  Take  the  Scottish 
Moncrieff  clan,  founded  in  1248, 
which  has  just  agreed  on  a new 
tartan  to  take  it  into  the  next 
millennium. 

The  ancient  dan  has  marked 
its  750th  anniversary  by  inviting 
around  1,000  family  members  to 
vote  on  alternative  designs  - 
displayed  on  the  Internet  - to  an 
existing  tartan,  thought  by  some 
Moncrieffs  to  be  a bit  on  the 
boring  side. 

The  winning  entry  comes  from 
insurance  underwriter  Morag 
Moncrieff,  39,  who  drew  up  the 
new  look  - more  green,  less  red 
- in  a couple  of  nights.  The 
original  tartan  will  be  retained 
while  the  new  one  will  also  be 
wheeled  out  to  brighten  up  those 
interminable  clan  gatherings. 
Then  again,  an  especially  created 
anniversary  single  malt  whisky 
should  do  that  on  Its  own. 

Common  goal 

For  the  football-crazy 
Vietnamese,  soccer  is  a deadly 
serious  business.  So  perhaps  ft's 
not  surprising  that  the  national 
team’s  first  fixture  of  the  new 
year  Is  against  a visiting 
under-23  squad  from 
recently-bombed  Iraq.  The 
games,  one  in  Hanoi  and  one  in 


Ho  Chi  Minh  City,  are  the  latest 
stage  in  efforts  by  Hanoi  to 
strengthen  finks  with  Baghdad, 
foffowfng  visits  last  year  from 
what  might  seem  an  unusuafly 
large  number  of  senior  Iraqi 
officials  and  delegations. 

Aside  from  football  the  two 
nations  have  areas  of  mutual 
interest  Vietnam's  state-owned 
oil  company  hopes  eventually  to 
get  involved  in  work  in  Iraq,  and 
Iraq  is  an  important  customer  for 
Vietnamese  rice  exports.  For 
good  measure,  both  have 
experience  of  international 
sanctions  - and  of  being 
bombed  by  the  Americans. 

That’s  the  spirit 

Feminists  have  long  felt 
uncomfortable  with  the  fact  that 
the  first  British  woman  prime 
minister  turned  out  to  be  the 
headbanging,  handbagging 
Baroness  Thatcher.  But  they 
might  feel  a little  more  at  ease  if 
they  catch  up  with  an 
explanation  provided  to  coffee 
drinkers  in  a New  York  coffee 
house. 

Customers  browsing  through 
Happiness  Monthly  - the 
newsletter  of  a Japanese 
religious  cult  called  the  Science 
of  Happfness  - can  answer  a 
quiz  section  that  Includes  the 
following:  “The  spirit  of  which 
20th-century  British  politician 
switched  sexes  just  prior  to 
being  bom  in  its  current 
refocamation?"  AH  makes  sense 
in  retrospect. 


100  years  ago 

A Flying  Machine 

Our  Paris  Correspondent 
points  out  to  us  that  inventors 
of  flying  machines  are  not 
confined  to  this  side  of  the 
Channel,  but  that  the  genus  is 
well  known  in  France.  One 
pioneer  of  aerial  navigation 
has,  he  informs  us,  advertised 
every  Saturday  for  a year  past 
in  “The  Journal"  as  follows; 
"Engineer,  35  years  old,  wifi 
many  a handsome  lady  of  a 
poetical  and  sentimental 
disposition  who  may  be 

desirous  of  realising  the 

happiness  of  humanity  and  at 
the  same  time  of  malting  a 
profit  of  five  hundred  million 
francs  by  helping  to  expedite 
construction  of  a flying 
machine  enabling  folk  to  fly 
Kke  birds." 


50  years  ago 

& Africa  Problems 
Johannesburg.  South  Africa 
must  export  more  and  import 
less  and  guard  agarist  the 
consequences  of  inflationary 
pressure  by  not  only  the 
measures  - credit  restriction  - 
already  Indicated  by  Dr  de 
Kook,  Governor  of  the  Reserve 
Bank,  but  probably  by  other 
restrictions  yet  to  be  decided 
and  Imposed. 
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BUILDING  HOMES 
OF  INDIVIDUALITY 
FROM  SCOTLAND  TO 
THE  SOUTH  COAST 
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THE  LEX  COLUMN 


Strong  by  default 


GM  unveils  radical  roadster 
to  revive  Cadillac  fortunes 


What  are  the  omens  for  the  new 
European  currency?  Will  it  be  a 
healthy  baby  or  a sickly  one? 
Confident  or  anxious? 

The  squabbles  right  up  to  the  moment 
of  the  euro's  birth  were  certainly  dispirit- 
ing. The  French  were  furious  with  Wim 
Duisenberg,  head  of  the  European  Central 
Bank,  for  allegedly  reneging  an  a deal  to 
retire  in  three-and-a-half  years.  Mean- 
while, the  Germans  resumed  their  pres- 
sure on  him  to  cut  Interest  rates. 

Neither  argument  carries  that  much 
weight;  the  ECB  is,  after  all.  one  of  the 
most  independent  central  banks  created. 
But  this  is  not  the  most  supportive  politi- 
cal framework  for  the  new  child  to  grow 
up  in. 

That  said,  in  the  new  tri polar  financial 
world,  tbe  euro’s  cousins  - the  yen  and 
dollar  - are  in  an  even  poorer  state.  Japan 
may  well  be  driven  to  print  money  to 
escape  from  its  seemingly  endless  slump, 
while  the  US  habit  or  borrowing  from  the 
rest  of  the  world  will  eventually  catch  up 
with  it  Because  everything  is  relative  in 
currency  markets,  the  betting  must  be 
that  the  euro  will  be  strong,  if  only  by 
default  The  euro’s  external  strength  will 
probably  go  hand  in  hand  with  a strong 
anti-inflation  stance  at  home.  The  ECB 
itself  has  effectively  set  an  inflation  target 
of  between  0 per  cent  and  2 per  cent, 
although  it  is  so  fond  of  obfuscation  that 
it  refuses  to  spell  out  its  goal  quite  sa 
precisely. 

Given  the  deflationary  forces  abroad 
and  the  euro's  probable  appreciation, 
actual  inflation  is  likely  to  be  in  the  bot- 
tom half  of  the  range.  And,  although  the 
ECB  may  try  to  counteract  this  by  cutting 
rates,  at  3 per  cent  it  does  not  have  that 
much  scope  to  fall. 

But  a strong  currency  is  not  necessarily 
a healthy  one.  And  here  is  the  real  prob- 
lem: for  all  the  convergence  on  the  macro 
front,  such  as  the  fiscal  belt-tightening 
(some  fake,  some  genuine),  the  single  cur- 
rency project  has  been  rushed.  There  has 
not  been  anything  like  enough  micro 
reform  to  ensure  that  the  euro-zone  will 
thrive  under  the  new  single  monetary 
policy.  Labour  markets  remain  exces- 
sively rigid  and  state-sponsored  pension 
systems  are  largely  unreformed,  despite 
the  demographic  time-bomb  ticking  away 
relentlessly. 

One  consequence  of  a “one  size  fits  all” 


Home  country  bias 

Foreign  assets  as  a % ol  total"  (1996) 
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monetary  policy  is  that  the  ll  nations 
that  have  signed  up  need  to  work  harder 
to  find  flexibility  in  other  aspects  of  eco- 
nomic policy.  But  the  euro-zone  is  more 
rigid  in  almost  all  dimensions  than  the 
US,  an  economic  entity  of  roughly  the 
same  size.  Not  only  are  workers  much 
more  willing  to  move  around  the  US  in 
search  of  jobs,  it  is  much  easier  to  hire 
and  fire  them,  meaning  wages  are  more 
flexible. 

Added  to  this  are  differences  in  fiscal 
arrangements.  The  US  has  a largish  fed- 
eral budget  which  allows  it  to  soften  the 
blow  when  one  region  suffers  a slowdown. 
The  euro-zone  not  only  lacks  this  capabil- 
ity but  individual  nations  are  severely 
limited  when  it  comes  to  cushioning  their 
own  economies.  The  stability  and  growth 
pact  prevents  fiscal  deficits  exceeding 
3 per  cent  of  gross  domestic  product 


In  the  absence  of  greater  micro  flexibil- 
ity. unemployment  will  remain  high  in 
the  euro-zone.  At  10.8  per  cent,  it  is 
more  than  double  the  4.5  per  cent  in  the 
US.  And  this  is  the  main  source  of  the 
anxiety  witnessed  in  the  comments  of 
European  leaders  such  as  Oskar  Lafon- 
taine,  Germany's  finance  minister.  But 
the  sort  of  macro  reflation  he  advocates 
will  not  work;  changes  at  the  micro  level 
are  needed. 

Whether  politicians  like  it  or  not,  the 
single  currency  will  increase  the  pressure 
to  adapt  This  is  not  just  because  escape 
routes  such  as  devaluation,  a traditional 
way  out  for  uncompetitive  economies 
such  as  Italy,  have  been  permanently  shut 


off.  competition  will  increase  across  the 
board  as  the  abolition  of  currency  fron- 
tiers makes  tt  easy  to  compare  prices. 
This  will  go  a long  way  towards  complet- 
ing the  single  market  in  goods  and  ser- 
vices. 

Much  of  the  action  will  be  in  the  capital 
markets,  which  are  stm  very  fragmented. 
In  1996,  the  largest  euro-zone  countries  - 
Germany.  France  and  Italy  - Invested 
only  about  5 per  cent  of  their  financial 
wealth  abroad  (see  chart).  That  was  partly 
out  of  the  view  that  it  was  risky  to  invest 
in  foreign  currencies.  But.  within  the 
euro-zone,  foreign  exchange  risk  has  now 
been  abolished.  As  Investors  discover  that 
the  real  danger  lies  in  keeping  all  their 
eggs  in  one  basket  at  home,  capital  will 
Dow  across  frontiers.  Indeed,  the  Dows 
have  already  started. 

The  creation  cxf  a single  capital  market 
will  unleash  competition  for  funds.  This 
will  in  turn  put  weight  behind  the  share- 
holder value  movement,  which  is  based 
on  tbe  belief  that  companies  ought  to  be 
run  to  maximise  the  wealth  of  investors. 
Those  that  perform  well  will  get  the  funds 
to  expand;  those  that  do  not  will  face  the 
squeeze.  They  will  less  and  less  be  able  to 
rely  on  trapped  local  capital  being  chan- 
nelled their  way  by  friendly  financial 
institutions. 

A single  capital  market  will  also  add 
impetus  to  the  restructuring  of  European 
industry  on  transnational  lines.  Cross- 
border  paper-financed  mergers  will  now 
be  much  easier.  Shares  denominated  in 
euros  will  be  widely  acceptable  to  inves- 
tors through  the  euro-zone  and  perhaps 
further  afield. 

Much,  of  course,  remains  to  be  arranged 
before  there  is  a completely  integrated 
capital  market.  A pan-European  stock 
exchange,  for  example,  has  yet  to  be 
formed  - although  the  London  and  Frank- 
furt exchanges  along  with  other  bourses 
are  in  tortuous  negotiations  about  creat- 
ing one. 

The  euro-zone  definitely  has  problems, 
notably  excess  rigidity,  that  make  the  sin- 
gle currency  risky.  But,  paradoxically,  the 
euro's  creation  has  also  set  in  train 
changes  that  will  do  much  to  correct 
these  defects. 

The  new  currency  bloc  can  expect  a 
bracing  first  few  years,  but  the  signs  are 
that  it  will  pull  through  and.  in  the  end, 
be  better  for  iL 


By  Hata  Sknonlan  in  Detroit 


General  Motors,  the  world's  biggest 
vehicle  maker,  yesterday  launched 
its  boldest  drive  to  revive  Cadillac  as 
a global  luxury  brand  by  unveiling  a 
radical  concept  car  for  the  Detroit 
motor  show. 

The  aggressively  styled  Evoq  con- 
vertible is  expected  to  set  a marker 
for  future  Cadillacs  in  an  attempt  to 
modernise  the  ageing  marque. 

It  is  one  of  five  concept  cars  that 
GM  is  unveiling  to  drum  up  interest 
in  the  group’s  US  brands,  which 
have  been  criticised  for  uninspiring 
models. 

Sales  of  Cadillacs,  launched  in 
1903  and  once  marketed  worldwide, 
have  stalled  in  recent  years  as  the 
brand  retreated  to  the  home  market. 

Last  year  Cadillac  was  outsold  in 
the  luxury  segment  for  the  first  time 
by  Ford’s  prestige  Lincoln  marque. 

Total  Lincoln  production  rose  by 
12  per  cent  to  just  over  200,000  units 
in  the  year  to  mid-December  1998.  By 
contrast  Gad  man  output,  excluding 
the  European-built  Catera.  rose  by 
just  6 per  cent  to  178,000. 

The  Evoq  roadster,  a boldly  styled 
two  seater  with  a retractable  hard 
top  and  a supercharged  Vfi  engine,  is 
Intended  to  shrug  off  Cadillac's  geri- 


i 


General  Motors'  Cadillac  Evoq,  bunched  today  at  the  Detroit  motor  show 


atric  image  and  re-establish  its  up- 
market credentials  in  GM’s  portfolio. 

Apart  from  more  radical  styling, 
the  car  contains  a raft  of  high  tech 
features  expected  to  be  used  on 
future  Cadillac  models  before  filter- 
ing down  the  GM  range. 

Among  them  are  GM's  Night 
Vision  technology,  which  helps 
night-time  driving  by  using  infra-red 
sensors  to  detect  objects  well  beyond 
the  reach  of  normal  headlamps.  The 
thermal  images  generated  are  dis- 
played above  the  instrument  paneL 
John  Smith,  Cadillac's  general 


manager,  cited  Night  Vision  as  sn 
example  of  the  brand's  new  empha- 
sis on  technology - 

Ten  years  from  now,  it  will  prob- 
ably  be  available  in  half  the  prod- 
ucts GM  offers,  but  it  started  first  io 
Cadillac.”  he  said. 

Other  innovations  on  the  Evoq 
include  cameras  to  replace  rear  mir- 
rors. a radar  and  ultrasound-based! 
obstacle  detection  system  and; 
sophisticated  on-board  computing: 
and  communications. 
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Senators  consider  move  to  speed 
up  Clinton  trial  with  test  vote 


• - >■  • 


By  Stephen  FMIer  in  Washington 
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Prominent  US  senators  yesterday 
backed  a proposal  to  speed  up  the 
trial  of  President  Bill  Clinton,  which 
could  start  as  early  as  next  Monday. 

However,  the  procedures  that 
would  be  adopted  by  the  Senate  in 
the  impeachment  trial  were  still  in 
doubt.  The  majority  Republican 
party  in  Congress  remained  divided 
over  a proposal  that  tbe  Senate 
should  have  a test  vote  on  whether 
to  proceed  with  a trial,  following  the 
outlining  of  the  cases  for  the  prose- 
cution and  the  defence. 

Senate  Republicans  are  expected 
to  meet  on  Thursday  to  discuss  the 
issue,  Mitch  McConnell,  the  Ken- 
tucky Republican  who  is  chairman- 
designate  of  the  Senate  rules  com- 
mittee, told  ABC  television's  This 
Week  programme. 

The  proposal  for  a test  vote  has 
come  Cram  Slade  Gorton,  tbe  Repub- 
lican Senator  from  Washington,  and 


Joseph  Lieberman.  the  Connecticut 
Democrat.  It  is  being  considered  by 
Trent  Lott,  the  Senate  majority 
leader. 

The  test  vote  would  be  held  before 
witnesses  were  called,  to  determine 
whether  the  Senate  considered  the 
alleged  offences  grave  enough  to  jus- 
tify the  president's  removal.  If  a two 
thirds  majority  decided  the  offences 
were  not  grave  enough,  the  trial 
would  not  go  ahead. 

According  to  Mr  Lieberman. 
speaking  yesterday  on  CBS  Televi- 
sion's Meet  the  Press,  a test  vote 
would  assume  that  Republican  pros- 
ecutors from  the  House  of  Represen- 
tatives “are  able  to  make  their  case”. 

Mr  Gorton  said  he  believed  the 
allegations  were  serious  enough  to 
justify  the  president's  removal,  but 
he  did  not  think  a two-thirds  major- 
ity of  the  Senate  thought  so.  The 
Senate  meets  again  on  Wednesday. 

The  prospect  that  witnesses  such 
as  Monica  Lewinsky,  the  former 


White  House  intern  at  the  centre  of 
the  case,  could  be  cross-examined  in 
the  Senate  is  one  that  concerns  some 
senators.  Mr  McConnell  said  he  was  V 
not  interested  in  having  “nil  those  ' 
folks  in  the  well  of  the  Senate  being  j 
cross  examined”.  Others  said  the 
calling  of  witnesses  could  turn  the 
trial  into  a “carnival". 

Phil  Gramm,  Texas  Republican, 
told  CBS  he  favoured  an  expedited 
trial,  as  did  Joseph  Biden.  Delaware 
Democrat.  Arlen  Specter,  Pennsylva- 
nia Republican,  said  he  flavoured  a * - 
speedy  trial  - and  that  the  calling  fll 
a few  witnesses  need  not  extend  Vfi  . 
process  significantly.  T 

Senators  speaking  at  the  weekena 
appeared  anxious  to  avoid  the  accu- 
sations of  partisanship  that  were  lev-  . 
elled  at  the  conduct  of  the  impeach- 
ment proceedings  in  the  House. 

Most  senators  polled  on  yester- 
day's television  talk  shows  opposed  ' 
tbe  idea  of  a censure  vote,  many 
doubting  its  constitutionality. 
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New  Visteon  chief  keen  to  break  free 

As  the  new  head  of 
Visteon,  the  second 
biggest  automotive 
supplier  in  the  world. 
Craig  Muhlhauser  (left) 
is  moving  test  to  create 
a “shadow”  structure  of 
an  independent  com- 
pany as  soon  as  possi- 
ble. Mr  Muhlhauser, 
who  joined  Ford 
Motor's  parts  offshoot 
in  July  1997,  took  over 
on  January  1 from  Charlie  Szuluk,  who  had 
overseen  Visteon’s  moves  to  partial  indepen- 
dence from  Ford  in  September  1997.  Page  25 

Traders  learn  lessons  of  a hard  year 

Emerging  markets  traders  spent  last  year  sober- 
ing up.  Thoughts  of  quick  returns  were  dis- 
placed by  a reaTsatton  that  the  risks  often  out- 
weighed toe  rewards.  The  lesson  has  been  that 
domestic  crises  can  send  all  emerging  markets 
down,  regardless  of  indivklual  national  eco- 
nomies’ strength.  Emerging  Markets,  Page  28; 
Chile’s  year  to  forget.  Page  26 

Regional  ale  brewers  can  stay  strong 

The  Campaign  for  Real  Ale  says  real  ale  lovers 
should  not  feel  too  downhearted  over  toe  toss 
of  two  more  regional  breweries  last  year.  Camra 
says  neither  of  the  closures  were  necessary  and 
that  the  UK  regional  brewers  can  st31  prosper  if 
they  concentrate  on  cask  ales.  Page  24 

Tomkinsons  upbeat  on  trading 

Tomkinsons,  toe  UK  floor  covering  maker  and 
supplier,  said  November  and  December  trading 
was  better  than  it  had  expected.  Its  optimism 
contrasted  with  gloomy  comments  from  other 
home  furnishing  groups.  Page  24 

New  year  to  begin  as  old  one  ended 

Analysts  agree  that  the 
currency  markets  in 
1998  “broke  the  record 
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books”  for  volatility  and 
uncertainty.  It  was  a 
year  that  many,  espe- 
cially those  veterans  of 
the  dollar-yen  gyra- 
tions. will  be  happy  to 
forget.  The  new  year  is 
likely  to  begin  as  the 
old  one  ended,  with 
low  volume  in  the  mar- 
kets and  few  traders  wanting  to  take  Mg  bets 
until  the  euro  has  settled.  Currencies,  Page  29 

Rally  in  western  bonds  powers  on 

Conservative  investors  reaped  dividends  last 
year  with  leading  western  government  bonds 
providing  by  far  the  best  returns  in  the  global 
fixed-income  market  With  the  possibility  of 
deflation  likely  to  become  a theme  soon,  the 
rally  in  western  government  bonds  is  by  no 
means  over.  Bonds,  Page  29 

Prospects  for  Nikkei  not  bright 

Tokyo's  Nikkei  225  index  fell  more  than  9 per 
cent  to  13.842  In  1998,  the  third  straight  year  in 
which  it  ended  lower  than  it  began.  Prospects 
for  this  yea-  are  not  bright,  largely  because  eco- 
nomic fundamentals  remain  grim.  Page  29 
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FIRST  DAY  FOR  EURO 
Today  is  the  first  working  day  for  Europe's  euro 
currency,  including  closure  of  first  price  quotes 
in  euro  at  the  Brussels  Bourse. 

MIDDLE  EAST  WSfT  BY  JAPANESE 
Masahfco  Komura,  the  Japanese  foreign 
minister,  begins  a week-long  visit  to  Israel. 

Egypt  and  the  Palestinian  territory  tomorrow. 
BLAIR  VIS rTS  SOUTH  AFRICA 
Tony  Blair,  toe  UK  prime  minister,  beg&is  a 
three-day  visit  to  South  Africa  on  Wednesday. 
HOUSE  SITS  FOR  FIRST  TIME 
On  Wednesday  toe  newly  elected  US  House  of 
Representatives  sits  for  the  first  time. 
SALZBURG  CONFERENCE 
Austrian  Chancellor  Viktor  Kfima’s  Social 
Democratic  party  opens  its  annual  conference  In 
Salzburg  on  Thursday. 
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Liffe  firms  fear  Griffin  backlash 

Independent  traders  on  London  derivatives  exchange  expected  to  withdraw  funds 


By  Clay  Harris, 

Banking  Correspondent 

Smaller  clearing  firms  on 
London’s  derivatives  exchangp 
are  expected  to  face  a huge 
outflow  of  capital  today  as 
independent  traders  withdraw 
funds  in  the  wake  of  the  big- 
gest trading  scandal  since  the 
Barings  collapse  in  1995. 

The  independent  traders, 
known  as  locals,  at  London 
International  Financial 
Futures  and  Options  B*rhang» 
(Liffe)  are  concerned  about  a 
lack  of  protection. 

At  least  one  firm  has  f-alrpw 

out  indemnity  insurance  to  try 


to  discourage  withdrawals, 
while  one  of  the  bigger  banks 
expected  to  benefit  from  tire 
flight  to  perceived  quality  said 
yesterday:  “We  will  have  locals 
queueing  at  the  door." 

On  one  of  the  most  closely 
watched  trading  days  follow- 
ing the  launch  of  the  euro, 
Liffe  could  also  Bud  itself  at  a 
competitive  disadvantage 
because  capacity  has  been 
slashed  by  the  freezing  of  trad- 
ers' accounts. 

Trading  in  certain  maturi- 
ties of  European  interest  rate 
fixtures,  where  locate  provide 
much  or  London’s  liquidity, 
may  be  especially  hit  The  cri- 


sis for  liffe  follows  the  col- 
lapse of  Chicago-based  Griffin 
Trading  Company  because  of  a 
£6  2m  (S£kn)  loss  by  an  inde- 
pendent trader  who  cleared 
through  its  iwW]m  branch. 

Liffe  has  been  caught  up  in 
the  scandal  even  though  the 
trader.  John  Park,  did  the 
trades  in  question  on  Eurex. 
its  continental  European  rival 
and  successor  to  Frankfurt’s 
Dentsche  Terminbfrse  (DTBX 

Trading  p'tmw  contracts  in 
German  government  bonds 
just  before  Christmas,  Mr  Park 
crwwtad  hk  authorised 
by  10  in  transactions 

through  the  broker  TuBett  & 


Tokyo.  Investigations  will 
focus  on  how  Mr  Park  man- 
aged to  conceal  the  extent  of 
his  exposure  from  Griffin. 

Some  attention  may  be  paid 
to  a dinner  Mr  Park  had  with  a 
contact  at  Tullett  & Tokyo  a 
few  days  before. 

A Liffe  official  suggested  the 
incident  highlighted  flaws  in 
Eorex's  clearing  procedures 
and  could  result  in  the  London 
market  winning  more  business 
from  its  rival. 

But  local  traders  caught  up 
in  the  collapse  because  their 
funds  are  at  risk  after  being 
frozen  by  Griffin's  dearer. 
MeesPierson.  have  been  out- 


raged by  UK  regulators'  sug- 
gestion they  should  have 
insisted  on  segregated 
accounts.  Most  were  surprised 
to  learn  their  funds  hail  not 
been  segregated. 

One  local  contrasted  London 
and  tbe  orderly  transfer  of 
Griffin's  customer  accounts  in 
the  US  by  the  Chicago  Board 
of  Trade,  whose  clearing  house 
maintains  a $100m  safety  net. 
She  said  London  locals  would 
□o  longer  leave  any  funds  in 
their  clearing  accounts  above 
the  minimum  necessary  for 
trading  margin.  "You're  going 
to  pull  out  your  money  every 
single  day,"  she  said. 


Pacific  Internet  [ 
poised  to  launch 
first  US  offering 


By  John  Ubate  in  Now  York 

Pacific  Internet,  the  online 
service  provider  owned  by  the 
Singapore  government,  is  plan- 
ning to  cash  in  on  the  US 
internet  share  price  boom  with 
an  initial  public  offering 
within  tbe  next  fortnight 

The  IPO  will  be  the  first 
internet  offering  in  the  US  by 
an  east  Asian  company.  Pacific 
Internet  has  registered  to  offer 
2JUn  shares  or  20  per  cent  of 
its  outstanding  shares  at  an 
offer  price  between  $13  and 
$15,  raising  about  $35m.  The 
lead  underwriter  of  the  deal  is 
Lehman  Brothers  and  the 
shares  are  expected  to  trade  on 
the  Nasdaq  stock  market. 

The  offering  comes  as  US 
equity  markets  are  expected  to 
absorb  a new  round  of  first- 
quarter  internet  IPOs.  The 
company  is  the  largest  of  three 


state-owned  ISPs  in  Singapore, 
and  the  government's  plans  to 
raise  funds  in  the  US  show  a 
willingness  to  in  on  the 
investor  frenzy  for  internet 
shares. 

Enthusiasm  for  many  erf  the 
internet  sector's  leading 
names  remains  high.  Last 
week  America  Online  - a com- 
pany similar  in  structure  to 
Pacific  Internet,  but  on  a for 
grander  scale  - reached  an 
all-time  closing  high  of  $160 
per  share,  in  tbe  wake  of  what 
many  had  expected  to  be  a 
robust  online  holiday  slumping 
period  in  the  US. 

The  recent  rebound  in  inter- 
net IPOs,  however,  some  of 
which  have  set  records  for 
first-day  share  price  gains,  has 
been  overwhelmingly  by  US 
companies.  It  remains  uncer- 
tain whether  US  investors  will 
back  Pacific  Internet  and  other 


A Pacific  to— nt  employee  looks  over  some  of  the  company’s  networking  machinery 


Reuters 


IPOs  from  emerging  markets 
with  the  same  force  as  deals 
from  their  own  country,  espe- 
cially with  uncertain  near- 
term  economic  growth  to  con- 
sider. 

“Tbe  use  of  the  internet  is 
expanding  In  Asia  and  because 
of  that  this  company  has 
pretty  good  prospects,"  said 
Peony  Kan.  analyst  at  Renais- 
sance IPO  Fond.  “The  main 


concern  is  if  people  will  be 
willing  to  pay  for  internet 
connections  in  an  unstable 
economy." 

Pacific  Internet’s  recent  suc- 
cesses are  likely  to  turn  heads, 
though,  not  least  because  it 
has  managed  to  expand  and 
make  money  at  tbe  same  time. 
For  the  first  nine  months  of 
1998,  the  company  reported 
revenues  of  S$53.1m 


(US$31 .5m)  and  net  income  of 
S$l0.1m  (US$6m). 

It  provides  online  connec- 
tions. mainly  to  consumers,  in 
three  main  markets:  Singa- 
pore. Hong  Kong  and  the  Phi- 
lippines. Although  small,  with 
just  under  200,000  subscribers 
in  June  1996.  analysts  believe 
the  company  will  continue  to 
prosper  as  tbe  Asian  internet 
sector  takes  hold. 


ADRs  slide  as  non-US  companies  stay  away 


By  John  Labate  m New  York 


The  volume  of  new  issuance  of 
American  Depositary  Receipts 
- secondary  share  offerings  by 
foreign  companies  tumbled 
in  1998  to  its  lowest  level  in 
nearly  a decade. 

Volume  fell  to  about  40  per 
cent  below  the  average  of  pre- 
vious years  as  companies 
scaled  back  plans  to  float  then- 
shares  to  response  to  the 
global  financial  crisis. 

Non-US  companies  raised 


just  $10bn  through  ADR  offer- 
ings last  year,  according  to  the 
Bank  of  New  York,  the  largest 
lead-manager  of  foreign  sec- 
ondary offerings  in  the  US. 

hi  contrast,  volumes  of  new 
listings  exceeded  $18bn  in  1997, 
which  itself  was  slightly  below 
the  levels  of  1996. 

At  the  same  time,  however, 
those  non-US  companies  that 
came  to  the  market  met  with 
high  demand  from  US  inves- 
tors, with  the  amount  of  trad- 
ing" volume  in  ADRs  rising 


more  than  20  per  cent  on  the 
US  exchanges  last  year. 

A separate  study  of  ADRs  by 
Citibank,  the  subsidiary  of 
Citigroup,  found  that  tbe  20 
most  actively  traded  ADRs  had 
outperformed  the  Standard  & 
Poor’s  500  index  through  mid- 
December.  rising  by  25  per 
cent  in  1990L 

“We  think  it  indicates  inves- 
tor demand  for  the  high- 
quality  equity  programmes  in 
volatile  markets,”  said  James 
Donovan,  global  managing 


director  for  depositary  receipts 
at  Citibank. 

The  UK  again  had  tbe  high- 
est number  of  ADR  pro- 
grammes listed  at  20  for  1998, 
followed  by  17  each  by  compa- 
nies in  Brazil  and  Russia. 
Equant  NV.  the  data  network- 
ing services  company  based  in 
the  Netherlands,  had  the  larg- 
est issue  for  the  year  at 
$705 .5m.  followed  by  Teleko- 
munikaeja  Polska  SA . of 
Poland  at  $G0lm.  according  to 
Citibank  figures. 


Analysts  are  split  on  what 
impact  European  monetary 
integration  will  have  on  the 
US  ADR  market  in  the  year 
ahead.  Deeper  European  capi- 
tal markets  are  expected  to 
raise  the  level  of  overall  activ- 
ity. But  it  is  unclear  wbat 
euro-zone  stock  exchanges  are 
offering  to  attract  more  new 
listings. 

“We  don’t  think  [companies] 
will  abandon  dollar-based  list- 
ings for  European-based  list- 
ings,” said  Mr  Donovan. 


European 

equity 

alliance 

launched 

By  Vincent  Boland  fai  London 

The  pan- European  equity 
market  alliance  between  the 
Frankfurt  and  London  stack 
exchanges  opens  this  morning. 
With  the  German  partner 
expected  to  be  the  clear  early 
beneficiary- 

The  accord,  which  is  expec- 
ted to  widen  later  in  the  year 
to  include  up  to  six  more  Euro- 
pean exchanges,  means  that 
trading  in  German  company 
shares  will  move  to  Frankfurt 
and  dealing  in  UK  shares 
moves  io  London. 

The  agreemeui  tu  concen- 
trate liquidity  in  domestic 
markets  - seen  as  a concession 
to  Frankfurt  by  the  LSE  - is 
expected  to  dent  severely  the 
volume  4*f  international  equity' 
trading  In  Loudon. 

The  UK  market  is  by  far 
Europe's  Largest  international 
trading  centre  and  turnover  in 
German  shares  accounLs  for 
between  10  and  15  per  cent  of 
the  total  of  Its  overseas  busi- 
ness. 

Turnover  in  international 
equity  trading  on  the  London 
Stock  Exchange  rose  52  per 
cent  this  year  to  rj.issbn 
l$3.687bn),  and  trading  volume 
in  German  stocks  in  tbe  UK 
market,  which  reached  KITObn 
in  1997.  is  understood  tu  liave 
risen  sharply  during  1998. 

Turnover  of  UK  stocks  in  the 
Frankfurt  markets,  however,  is 
less  than  10  per  cent  of  that 
figure.  Blit  total  equity  trading 
volume  on  the  German  stock 
exchanges  rose  45.3  per  cent  in 
199S  to  DMd.-iOObn  (t'2,770bn. 
S3,253bn).  according  to  Deut- 
sche Bbrse.  which  operates 
Frankfurt's  financial  markets. 

As  part  of  the  first  phase, 
the  two  exchanges  will  also 
allow  dual  access  for  each 
other’s  member  firms.  Cross- 
membership is  expected  to 
have  little  impact  on  how 
firms  deal  with  the  London 
and  Frankfurt  exchanges 
because  most  of  tbe  big  share- 
trading firms  are  already  mem- 
bers or  both. 

As  a result,  an  offer  or  free 
technology  to  allow  firms  to 
gain  access  to  both  markets  is 
believed  to  have  had  a mixed 
response. 

The  moves  coincide  with  the 
arrival  of  the  euro  and  are  the 
earliest  steps  on  the  way  to  the 
creation  of  a single  platform  to 
trade  the  shares  of  the  leading 
UK  and  German  companies  - 
essentially  the  members  of  the 
FTSE  100  and  Dax  indices.  But 
the  final  shape  of  the  venture 
will  not  emerge  until  at  least 
next  year. 


PHILIP  COGGAN 

GLOBAL  INVESTOR 


Measure  of  uncertainty 


What  price  shares?  The 
challenge  for  investors  and 
analysts  watching  the  markets 
in  2999  will  be  to  work  out  a 
new  relationship  between 
equity  and  bond  valuations. 

It  lias  become  clear  in  the 
1990s  that  some  of  the  old 
measures  for  valuing  shares 
are  no  longer  useful,  especially 
for  fund  managers  whose 
performance  is  measured  in 
the  short,  or  even  medium, 
term.  Anyone  betting  against 
the  US  market  on  the  grounds 
that  its  dividend  yield  was  at 
an  all-time  low  or  that  the 
price-earnings  ratio  was  at  a 
historic  high  has  been 
repeatedly  disappointed. 

The  justification  for  these 
extremes  has  been  tbe  decline 
in  inflation  and  the  resulting 
falls  in  bond  yields  to  levels 
not  seen  for  a generation.  This 
has  prompted  a steady 
uprating  in  share  valuations, 
with  occasional  interruptions, 
since  1982. 

US  analysts  prefer  to  look  at 
the  earnings  yield  - the 
inverse  of  the  price-earnings 
ratio  - relative  to  the  bond 
yield.  This  approach  has  been 
much  more  supportive  of  Wan 
Street  At  the  start  of  1996, 
when  most  non-US  investors 
would  have  seen  the  US 
market  as  expensive,  the 
earnings  yield  ratio  made  it 
look  dirt  cheap.  Even  now, 
with  the  Dow  Jones  Industrial 
Average  close  to  all-time 
highs,  tbe  ratio  is  weU  below 
the  peak  1967  level 

But  that  Is  no  justification 
for  complacency  among  equity 
investors.  The  reason 
old-timers  liked  looking  at 
dividends  rather  than  earnings 


was  that  the  latter  are  subject 
to  manipulation.  Given  that 
any  earnings  disappointment 
is  savagely  treated  by  the 
market,  manipulation,  seems 
likely  to  continue,  especially 
as  so  many  executives  are 
loaded  up  with  share  options. 

Furthermore,  for  all  that 
dividends  are  no  longer 
fashionable,  many  investors 
still  need  income  to  pay  their 
clients  and  beneficiaries.  Share 
buy-backs  are  all  very  weD  but 
must  be  classed  a lower 
quality  form  of  income  than 
dividends.  A dividend  cut  is  a 
highly  market-sensitive  event, 
whereas  the  quiet  shelving  of  a 
buy-back  programme  is  much 
less  likely  to  be  noticed. 

Takeovers,  the  other  main 
route  for  cadi  to  flow  back  to 
investors,  are  a highly  erratic 
source  of  income.  The 
acquisition  binge  dried  up 
during  the  market  plunge  of 
mid-July  to  early  October.  And 
most  recent  deals  have  been 
nil  premium  all-share  mergers. 

Another  fundamental  issue 
is  whether  the  new  low 
inflation  growth  also  implies 
slower  growth  for  corporate 
profits.  The' feet  that  US 
corporate  profits  In  recent 
years  have  repeatedly  fallen 
short  of  Initial  estimates  is 
often  dismissed  as  a statistical 
quirk;  earnings  forecasts  are 
based  on  the  rosy  predictions 
of  “bottom-up"  analysts  that 
all  serious  investors  take  with 
a bucket  of  salt 

But  what  if  profit  growth  in 
recent  years  has  been  mainly 
driven  by  a fortunate 
combination  of  cost-cutting, 
falling  intererst  rates  and 
lower  commodity  prices? 


These  factors  cannot  ennrinrie 
forever,  manufacturing  . 
companies  are  already 
suffering  from  the  crippling 
effect  on  margins  of  global! 
overcapacity  in  their  sector. 

In  addition,  bow  should 

valuation  measures  adjust' for 
the  increasing  importance  of 
internet  stories  within  tip  US 
market,  where  multibfllkm 
pound  companies  normally 
have  negative  earnings  and. 
sometimes,  precious  little  in 
the  way  of  sales? 

Even  if  one  swaDows  the 
line -that  these  companies  win 
be  churning  out  the  profits 
within  five  years,  what  will 
that  mean  for  overall  market 
earnings?  Many  of  the  likely 
internet  successes,  such  as 
Amazon.com,  owe  their  appeal 
to  their  ability  to  undercut 
more  traditional  competitors. 
In  the  long  term,  their  growth 
may  make  the  economy  more 
efflrient  but,  in  the  short  term, 
their  success  wfll  put  margins 
and  profits  under  pressure. 
This  could  mean  large  parts  of 
the  service  sector  wfll  face  the 
same  squeeze  as 
manufacturing 

The  result  could  be  that 
profits,  having  risen  faster 
than  gross  domestic  product  in 
the  US  and  Europe  for  several 
years,  could  face  a long  period 
in  the  doldrums.  In  such 
circumstances,  tbe  greater 

security  and  higher  income 
available  from  bonds  could 
seem  more  attractive  in  spite 
of  the  historically  low  levels  of 
nominal  yields.  The  earnings 
yield-bond  yield  ratios  that 
worked  as  a guide  to  market 
valuation  in  recent  years  may 
not  do  so  in  fixture. 
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GENERAL  MOTORS:  SPECIAL  REPORT 


Midwest  giant 
struggles  to  find 
forward  gear 

As  the  US  motor  industry  gathers  at  the  Detroit  Motor 
Show,  Haig  Simonian  and  Nikki  Tait  examine  the 
daunting  task  facing  the  world’s  biggest  vehicle  maker 


Dave  Leahy,  plant  superin- 
tendent at  General 
Motors'  engine  works  in 
Moraine.  Ohio,  heads  out  on  a 
site  inspection.  As  he  turns  on 
his  truck's  ignition,  a Japanese 
language  tape  starts  playing.  Mr 
Leahy  cautiously  throws  out  a 
few  phrases. 

A decade  ago.  Japanese  car- 
makers were  reviled  by  DS  com- 
petitors. Today  GM.  the  world's 
biggest  vehicle  builder,  is  offer- 
ing middle  managers  language 
lessons  js  it  tries  to  inculcate 
Japanese  know-how  into  its 
activities. 

Mr  Leahy's  struggle  with  Japa- 
nese is  just  one  example  of  the 
transformation  rocking  Amer- 
ica's biggest  manufacturing  com- 
pany. For  the  first  time  in  its 
history.  GM  is  bating  to  adapt  to 
the  challenge  of  globalisation  in 
a bid  to  catch  up  with  competi- 
tors that  have  overtaken  it,  if  not 
in  size,  then  in  effectiveness. 
Long  an  international  concern,  it 
is  only  now  beginning  to  pull 
together  its  far-flung  operations 
to  exploit  its  potentially  massive 
economies  or  scale  to  tackle  the 
twin  scourges  of  overcapacity 
and  cut-throat  competition  con- 
fronting its  industry. 

A special  FT  report,  involving 
interviews  with  executives  and 
managers  across  the  company, 
reveals  a corporate  drama  unfold- 
ing on  a world  scale.  It  involves 
personality  clashes  and  multi-bil- 
li  on -dollar  product  gambles,  as  a 
traditionally  bureaucratic, 
inward-looking  manufacturer 
rooted  in  the  Midwest  faces  up  to 
the  profound  changes  demanded 
by  a new  global  market. 

Like  the  transformation  of  IBM 
more  than  a decade  ago,  the 
upheavals  at  GM  have  already 
revealed  serious  Daws  in  strategy 
and  brought  countless  executive 
casualties.  What  is  not  yet  dear 
is  whether  the  company  will 
manage  to  reap  the  benefits  of  its 
huge  global  manufacturing  busi- 
ness. Or  will  GM's  very  size  turn 
out  to  be  the  biggest  obstacle  to 
its  goal  of  running  common  pro- 
cesses around  the  world? 

"Globalisation  is  a major  effort 
for  almost  all  carmakers."  admits 
Jack  Smith,  GM's  avuncular 
chairman.  “But  for  GM,  in  partic- 
ular, it  is  a huge  undertaking." 

Some  35  years  ago,  GM  made 
half  the  cars  sold  in  America. 
Subsidiaries  like  Chevrolet,  Olds- 
mobile  and  Cadillac  were  mas- 
sive employers  in  their  own 
right.  GM  controlled  such  house- 
hold names  as  Vauxhall  in  the 
UK  and  Opel  in  Germany. 

Today,  its  size  is  still  daunting. 
In  1997.  its  908,000  employees 
built  or  assembled  S.Sm  cars, 
trucks  and  buses  - almost  one  in 
six  or  all  the  vehicles  made  in  the 
world.  Even  after  shedding  non- 
core assets.  GM's  activities 
stretch  from  railway  engines  to 
satellite  television.  With  sales  of 
S17Sbn  <£106bn>  in  1997.  GM’s 
turnover  equalled  the  combined 
GDP  of  New  Zealand.  Portugal 
and  Luxembourg. 

But  such  impressive  statistics 
dn  not  ohscure  debilitating  drill. 
• In  the  US.  GM's  share  of  new 
ear  sales  has  slipped  from  a peak 
of  5».7  per  cent  in  1962  to  about 
on  per  cent  today,  as  buyers  have 
defected  to  smaller,  cheaper  and 


mare  reliable  - often  Japanese  - 
models. 

• Strikes  last  summer  high- 
lighted GM's  lagging  productiv- 
ity. The  estimated  labour  cost  per 
vehicle  averaged  $1,493  at  Ford  in 
1997.  At  GM,  the  figure  was 
$2,000.  It  took  GM  30.32  employee 
hours  to  make  a vehicle,  com- 
pared with  22.85  at  Ford.  Japa- 
nese producers  all  came  in  below 
25  hours.  And  at  Nissan's 
Smyrna  plant  in  Tennessee,  the 
figure  was  just  16.55  hours. 

• In  sales  and  marketing.  GM 
has  been  hampered  by  a scrap 
between  rival  GM  brands,  as  the 
powerful  barons  running  the 
company's  main  domestic 
marques  concentrated  more  on 
competing  with  each  other  than 
developing  a co-ordinated  strat- 
egy to  tackle  Ford,  Chrysler  or 
the  growing  imports. 

• In  Europe,  GM's  second  big- 
gest market,  share  has  also  been 
falling  steadily.  Vauxh all/Opel 
has  lost  its  crown  as  Europe's 
leading  car  brand  in  the  face  of  a 
resurgent  Volkswagen  and  Asian 
imports. 

• Elsewhere  In  the  world,  GM 
has  been  subject  to  economic  tur- 
moil. Damage  in  Asia  has  been 
limited,  but  collapsing  demand  tn 
South  America  has  inflicted 
greater  havoc.  GM  has  cut  pro- 


Will  GM's 
very  size 
turn  out  to  be 
the  biggest 
obstacle  to 
its  goal  of 
running  common 
processes 
around  the  wodd? 


duction  and  laid  off  workers  in 
Brazil,  the  region’s  largest  mar- 
ket, where  it  is  the  third  biggest 
brand  after  VW  and  Fiat  Output 
has  also  been  cut  in  Argentina, 
Chile  and  Venezuela,  where  GM 
also  builds  or  assembles  vehicles. 

These  problems  have  occurred 
at  a time  of  unprecedented 
change  in  GM's  Industry.  Daim- 
ler-Benz's takeover  of  Chrysler 
has  changed  the  rules  for  the 
world's  carmakers.  Although 
Daimler  Chrysler  is  half  GM's 
size,  the  merger  has  forced  every 
company  to  reassess  its  assump- 
tions about  optimum  size  and 
economies  of  scale. 

The  DaimlerChrysler  deal  also 
comes  at  a time  of  renewed  confi- 
dence among  GM’s  rivals.  Ford  is 
on  a roll  now  that  its  ambitious 
global  reorganisation  plan, 
unveiled  in  1994,  is  starting  to 
bite.  Toyota,  the  world's  third 
biggest  carmaker,  is  firing  on  all 
cylinders,  in  spite  of  sagging 
demand  in  Asia.  In  Europe.  VW 
has  demonstrated  that  manufac- 
turing in  high-cost  Germany  is 
not  an  automatic  obstacle  to 
making  money  in  volume  cars. 

Whether  GM  pulls  through  will 


largely  be  dictated  by  one  man  - 
Rick  Wagoner,  the  former  head  of 
North  American  operations.  In 
October,  he  was  promoted  to  the 
new  job  of  running  the  global 
automotive  business,  when  the 
group  merged  its  North  Ameri- 
can and  international  vehicle 
operations  to  form  a single  world- 
wide group  capable  of  exploiting 
its  potential  economies  of  scale. 

An  affable,  gangly  executive, 
long  tipped  for  the  top,  Mr  Wag- 
oner conceded  late  last  year  that 
the  detail  and  divisional  plans 
were  still  being  worked  out. 
“We've  never  tried  to  run  a com- 
pany this  way,"  be  warns. 

So  far,  only  fractions  of  GM  are 
operating  to  the  new  global  blue- 
print. Purchasing  is  the  area 
executives  like  to  cite.  GM  began 
the  task  of  combining  some  27 
largely  autonomous  units  into 
one  global  operation  as  early  as 
1992. 

Today,  the  division  handles 
J70bn-?80bn  of  business  a year. 
Multi-bfihon-dollar  purchases  are 
co-ordinated  through  weekly 
globe-spanning  conference  calls. 
Substantial  cost  savings  have 
flowed.  About  half  the  $4bn  GM 
expects  to  cut  from  its  costs  in 
1998  should  stem  from  materials 
purchasing. 

“We  are  the  biggest  car  com- 
pany. so  if  we  are  buying  for  all 
our  volume,  we  have  a huge 
opportunity  to  reduce  our  costs,” 
says  Mr  Smith.  “That's  been  true 
since  1992.  and  nothing’s 
changed.  But  we're  not  finished 
with  anything  we  have  to  do  - 
we’ve  got  a long  ways  to  go.” 

Executives  admit  that  GM  still 
trails  its  best  competitors  in 
some  respects.  “In  the  early  days, 
we  were  really  focused  on  issues 
surrounding  our  competitiveness 
from  a cost-saving  standpoint,” 
says  Tom  Fabus,  purchasing 
director  for  the  North  American 
car  platforms.  “Over  time,  it's 
shifted  to  competitiveness  on 
quality  and  technology.” 

Advances  have  also  been  made 
in  engines  and  gearboxes  - 
known  as  powertrain-  Just  over  a 
year  ago.  GM  decided  to  unify  its 
engines  and  transmission 
operations  - a $13bn  business 
employing  about  57,000  people  - 
and  split  responsibilities  world- 
wide on  the  basis  of  expertise. 
Europe  has  gained  prime  respon- 
sibility for  four  cylinder  engines 
and  manual  transmissions;  North 
America  runs  larger  engines  and 
automatic  transmissions;  while 
Isuzu.  the  Japanese  truckmaker 
in  which  GM  holds  a 49  per  cent, 
leads  in  diesels. 

But  even  in  areas  such  as  pur- 
chasing and  powertrain  - already 
well  ahead  of  the  rest  of  GM  - 
the  time-scales  for  change  are 
daunting.  Arv  Mueller,  the  GM 
veteran  running  powertrain,  says 
it  will  take  at  least  five  years 
before  the  powertrain  plans  are 
fully  implemented. 

The  pace  Is  largely  dictated  hy 
the  time  it  takes  to  develop  new 
cars,  and  hence  replace  invest- 
ment. “There  really  isn't  a finish- 
line,"  says  Mr  Mueller,  “but  I 
guess  we're  probably  a third  of 
the  way  to  where  I would  want  to 
be." 

The  sheer  size  of  GM’s 
operations  does  not  help.  It  has 
taken  powertrain  alone  the  best 
part  of  a year  to  consolidate  bud- 
gets from  scattered  units.  Only 
this  year  will  the  group  have  its 
first  global  budget 
Much  the  same  applies  in  man- 
ufacturing. Over  the  past  couple 
of  years.  GM  has  centralised 
responsibilities  to  ensure  all  new 
investments  in  body  shops,  dies 
or  foil  plants  are  made  to  com- 
mon specifications.  The  aim  is  to 
improve  manufacturing  flexibil- 
ity and  allow  production  to  be 
shifted  around  more  easily. 

But  achieving  such  commonal- 
ity will  take  years.  “We’re  turn- 
ing over  programmes  every  four 
to  five  years,"  says  Tom  LaSorda, 
a manufacturing  vice-president. 
“So  in  four  years,  a single-model 
plant  should  be  common  with 
everybody  else.  [But]  for  a plant 
that  has  four  or  five  models,  its 
cycles  might  be  a little  longer.” 

Mr  Smith  admits  the  speed  of 
change  “Is  basically  determined 
by  how  fast  we  can  develop  new 
product.  It's  a huge  focus  for  us. 
Our  average  time  to  develop  a 
car,  just  a couple  of  years  ago, 
was  over  40  months.  Today,  all 
our  new  programmes  are  aimed 
at  24  months  . . . and  that's  not 
good  enough,  because  some  other 
companies  are  starting  to  work 
on  18-month  care.” 

His  over-riding  goal  of  "run- 
ning common”  should  eventually 
bring  greater  flexibility  and  allow 
GAI  to  capitalise  on  its  prodigious 
economies  of  scale.  But  greater 
harmonisation  will  not  solve  the 
yawning  cultural  and  manage- 
ment problems  which  have 
become  evident  in  recent  months, 
especially  in  Europe. 


The  tean  to  kick-start  the  vehicle-making  juggernaut  Rwk  Wagoner  (toft),  si  charge  of  the  global  automotive  business,  and  Jack  Smith,  efiabman. 
Below  left,  tag  fin  of  a 1999  CacfiBac  Eldorado  Bfarritz;  and,  below  right  rear  wing  of  the  new  CatfiBac  Eroq  Roadster 


Many  of  the  frictions  stem  horn 
the  ingrained'  Midwestern  focus 
of  GM's  top  executives  - includ- 
ing the  handful,  likp  Mr  Smith 
and  Mr  Wagoner,  who  have 
served  in  senior  positions  abroad. 

Such,  cultural  clashes,  which 
GM  must  overcome  If  it  is  ever  to 
achieve  its  global  ambitions,  lay 
behind  a string  of  high  level  res- 
ignations In  recent  years,  such  as 
the  June  1996  departure  of  Jflr- 
gen  Stockmar,  Opel's  bead  of 
product  development,  at  the 
apparent  redirection  of  Opel's 
scarce  resources  from  European 
to  global  cars. 

Other  changes,  notably  last 
October's  return  of  Gary  Cowger. 
Opel's  chairman,  to  the  US  after 
only  four  months  in  the  job, 
betrayed  similar  insensitivities 
on  the  part  of  GM's  Detroit 
bosses.  Mr  Cowger’s  move  caused 
an  uproar  In  Germany,  where  it 
seemed  to  confirm  fears  that  GM 
was  insensitive  to  its  German 
subsidiary  and  European  needs. 

Such  sensitivities  have  not 
been  soothed  by  GM's  decision  to 
turn  to  Bob  Hendry,  a veteran 
fixer  and  close  associate  of  Mr 
Smith's,  as  Opel's  new  boss.  Mr 
Hendry  already  has  his  hands 
full  running  Saab,  the  Swedish 
carmaker  in  which  GM  has  a 50' 
per  cent  stake  and  management 
control. 

GM  says  more  resources  will  be 
devoted  to  Europe  to  smooth 
troubled  feelings.  **L  think  that 
the  problems  vis-A-vis  Opel  arose 
from  what  was  viewed  as  a 
stretching  of  resources  to  support 
some  of  the  globalisation  issues. 
The  fact  is  that  most  of  those 
[international]  projects  are  up 
and  running,  and  frankly  have 
been  turned  over  to  [local  man- 
agement]," says  Mr  Wagoner. 

New  models  are  another  part  of 
GM's  hoped-for  solution.  Mike 
Burns,  the  new  chairman  of  GM 
Europe,  admits  to  poor  quality, 
profits  and  morale  in  the  past. 
Quality,  for  example,  is,  “clearly 
an  area  where  we've  got  to  do 
things.  This  business  is  capable 
of  operating  at  a level  better  than 
in  recent  years." 

That  will  be  a tall  order  in  a 
viciously  overcrowded  market  In 


‘We  are  the 
biggest  car 
company,  so 
if  we  are 
buying  for  all 
our  volume,  we 
have  a huge 
opportunity  to 
reduce  our  costs’ 


which  every  carmaker  hopes  to 
overcome  Us  overcapacity  prob- 
lems at  the  expense  of  other 
brands.  GM's  problems  will  be 
compounded  by  Mr  Hendry's 
dual  responsibilities.  Some  ana- 
lysts fear  he  could  be  distracted 
from  seeing  through  Saab's  long 
forecast  tnmround.  Since  spend- 
ing $600m  to  buy  into  Saab  in 
1989,  GM  has  struggled  to  restore 
profitability. 

Mr  Wagoner  admits  manage- 
ment succession  in  Europe  has 
been  flawed.  “We've  developed 
some  excellent  management 
teams  [outside  the  US],  but  suc- 
cession planning  has  not  been  as 
strong  as  it  should  be.  We  need 
to  make  sure  we  work  at  giving 
foreign  nationals  opportunities  to 
develop  careers  globally.” 

One  positive  signal  of  a cul- 
tural shift  in  the  company's 
senior  ranks,  still  dominated  by 
North  American  veterans  and 
noticeably  less  diverse  than  at 
Ford,  was  the  appointment  just 
before  Christmas  of  Cynthia  Tru- 


deQ  to  run  Saturn,  the  small-car 
subsidiary  set  up  in  the  1980s  to 
take  on  the  Japanese. 

A feisty  45-year-old  Canadian 
who  has  climbed  the  ranks 
through  the  production  side,  she 
combines  the  technical  expertise. 
management  sVtUb  and  interna- 
tional experience  which  will 
become  paramount  for  GM  in 
future.  Mrs  Tradell  will  be  the 
first  woman  to  run  an  entire  car 
division  in  the  US  auto  industry. 

She  admits  GM  used  to  be  bur- 
eaucratised. “But  1 don’t  see  the 
level  of  bureaucracy  I used  to  see 
in  the  .past,”  she  says.  “There’s 
less  tolerance  for  that  at  the  top.” 

In  another  encouraging  sign  of 
change.  GM  will  from  this  year 
recruit  as  one  company,  instead 
of  separate  divisions.  Common 
managerial  priorities  have  been 
stated  and  training  initiatives 
organised,  at  least  in  part  to 
emphasis  corporate  goals  and 
encourage  intermingling  of 
people  from  different  functional 
divisions.  “A  strong  piece  is  the 
leaders’  teaching.”  remarks  Katy 
Barclay,  head  of  human 
resources,  pointing  out  that  Mr 
Smith  himself  now  teaches  a 
seminar  on  “chairing  GM”.  But. 
here  too,  progress  will  only  come 
over  time. 

If  Europe  is  calling  for  reme- 
dial action,  Asia  is  pulling  even 
harder.  “That’s  where  the  growth 
Is  going  to  come  from  long-term,” 
says  Mr  Smith. 

“Basically,  we  wanted  to  get  to 
a 10  per  cent  market  share  In 
Asia  over  a 10-year  time  frame. 
Today,  I guess  the  Asian  crisis 
has  changed  our  thinking.  A cou- 
ple of  years  ago,  it  didn't  seem 
possible  to  acquire  anyone  in 
Asia  . . . but  today  things  are 
different  There  are  many  compa- 
nies in  trouble,  and  now  there's 
excess  capacity.  Going  forward, 
we  would  consider  acquisitions 
that  made  sense  to  os”. 

Before  that  GM  still  needs  to 
sort  out  its  own  US  backyard. 
Immediately  after  last  summer’s 
strike,  it  took  a first  crucial  step 
to  consolidate  the  formerly  inde- 
pendent divisional  sales  and  mar- 
keting operations  of  its  main 
North  American  subsidiaries, 
cutting  15-20  per  cent  of  the  5,100 
Jobs.  Small  teams  of  a few  dozen 
people  would  remain  to  support 
advertising  for  the  brands.  But 
aside  from  them,  there  would  be 
a single  sales,  service  and  parts 
field  force,  saving  an  estimated 
$200m-$300m  a year. 

The  changes  marked  the  culmi- 
nation of  a campaign  plotted  over 
the  past  four  years  by  Ron  Zai- 
re Ua.  former  president  of  the 
Bausch  & Lomb  eyewear  group 
and  a marketing  whiz  hired  to 
instil  greater  focus  into  a chroni- 
cally blurred  operation. 

As  Mickey  DiGiovonni.  GM’s 
chief  market  researcher,  puts  it 
“In  the  early  1990s,  we  had  too 
many  products  and  far  too  many 
that  were  competing  against  each 
other”.  Over  the  past  five  years, 
the  number  has  fallen  from  108  to 
about  77,  although  any  further 
reduction  is  now  likely  to  be 
modest 

But  even  if  the  product  portfo- 
lio has  been  rationalised  and  bet- 
ter targeted,  some  commentators 
have  wondered  why  GM  still 
needs  six  brands  [including  Sat- 
urn]. “We  believe  that  multiple 
brands  are  our  strength,”  says 
Mr  DiGiovonni. 

“Up  to  this  point  we’ve  con- 
centrated on  blocking  and  tack- 
ling. We  had  to  get  our  portfolio 
back  on  its  feet  We  think  that 
process  is  working.  Now  we’re 
trying  to  shift  and  we've  got  to 
get  into  long-term  innovation." 

Still,  Mr  DiGiovonni  concedes 
there  may  yet  be  "re-evaluations” 
down  the  road.  “We  all  agree 
Oldsmobile  has  a big  challenge  to 
rebuild  its  brand  name.  But 
there's  no  reason  why  it 
shouldn't  be  as  successful  as 
what  happened  to  Pontiac  in  tbe 
early  80s.  But  if  bad  things  were 
to  happen,  we'd  be  flexible.” 
Critically,  as  part  of  the  effort 


to  keep  consumers  engaged.  GM 
has  started  developing  cars  more 
quickly.  Mr  Smith  says  the  group 
will  launch  a product  every  23 
days  from  now  until  the  middle 
of  the  next  decade. 

The  key  question  remains, 
though.  Why,  after  all  the  work 
which  has  been  done,  hasn’t 
GM's  North  American  market 
share  recovered?  Mr  DiGiovonni 
maintains  this  is  because  the  pro- 


‘With  the  strikes, 
we  lost  a 
lot  of  momentum. 
I think  that 
the  impact 
has  been  far 
greater  than 
you  can  calculate 
financially’ 


cess  is  still  fairly  new;  only  22  per 
cent  of  the  portfolio  has  been 
turned  over  to  date,  mostly  in  the 
past  two  years.  Another  45  per 
cent  will  be  reinvigorated  in  the 
next  IB  months. 

Some  dealers  have  argued  that 
GM  needs  to  become  more  adven- 
turous. The  company  must  “be 
willing  to  take  risks”,  said  Paul 
Holloway.  1998  head  of  the 
National  Automobile  Dealers 
Association,  and  could  use  “a 
good  car  guy”  to  develop  hotter 
products.  Significantly.  Jac  Nas- 
ser and  Ferdinand  Pi§ch,  pre- 
cisely such  people,  have  been 
widely  credited  with  reviving 
Ford  and  VW. 

Mr  Wagoner  sees  the  issue  dif- 
ferently; “We  think  market  share 
can  go  up  - but  with  the  strikes, 
we  lost  a lot  of  momentum.  If  you 
talk  to  the  dealers,  it's  stop  and 
start  They  don’t  know  if  they 
should  make  a deal  to  move  a 
product  ...  I really  think  that’s 
hurt  our  distribution  system's 
ability  to  plan.  It’s  hurt  our 
start-up  on  a number  of  models.  I 
think  that  the  impact  bas  been 
far  greater  than  you  can  calcu- 
late financially." 


This  leads  directly  to  the 
labour  issue,  one  of  GM's  biggest 
remaining  bugbears.  When  the 
strikes  ended  last  summer,  GM 
appeared  to  have  achieved  rela- 
tively little  for  the  $2bn-plus 
direct  cost,  beyond  a general 
pledge  on  the  United  Auto  Work- 
ers' part  that,  together  with  the 
company,  it  would  try  to  work 
more  co-operatively  in  the  future. 

Since  then,  there  have  been 
some  encouraging  signs.  Richard 
Shoemaker,  the  senior  UAW  offi- 
cial In  charge  of  GM  relations, 
has  made  presentations  to  the 
senior  North  American  manage- 
rial group  - a once  unheard-of 
approach.  A potential  strike  at 
Saturn  was  defused  last  autumn. 
Mr  Cowger’s  appointment  has 
been  generally  welcomed  on  the 
labour  side.  Still,  with  the  need 
for  a new  national  agreement 
this  year,  progress  is  tentative 
and  no  one  is  keen  to  say  too 
much. 

Mr  Smith,  meanwhile,  is  ada- 
mant GM  can  use  natural  wast- 
age to  trim  its  head  count  with- 
out provoking  further  disputes. 
The  relatively  advanced  age  of 
GM's  US  workers  - an  average  48 
- means  numbers  are  declining 
by  about  6 per  cent  a year.  “We 
can  get  to  where  we  want  to 
through  attrition.”  he  argues. 

“IT  you're  asking:  Could  it  be 
done  faster?  Perhaps.  But  by  and 
large,  the  trade-off  is,  do  you 
want  to  create  labour  conflict 
when  you  have  such  a high  attri- 
tion rate  anyway?  Why  have  a 
battle  when  we  don't  need  one? 
Labour  is  only  20  per  cent  of  our 
cost.  The  key  driver  is  purchased 
material,  which  is  over  50  per 
cent.  That  is  where  we  drive 
hardest” 

But  that  is  only  partly  true. 
GM  can  point  to  impressive 
achievements  in  coordinating  its 
massive  purchasing  budget  and 
creating  common  processes.  But 
last  summer's  strike  rammed 
home  the  fact  that  the  group  can- 
not begin  to  achieve  its  global 
aims  until  it  has  greater  stability 
in  its  labour  relations  at  home. 

Much  of  the  mid-  to  long-term 
challenge  for  GM  will  remain  in 
co-ordinating  its  global 
operations  more  effectively,  and 
in  instilling  a more  open,  interna- 
tional management  culture.  In 
the  short  term,  however,  its  des- 
tiny Is  still  being  dictated  largely 
by  problems  at  home. 


While  others 

were  struggling 
to  patch  up  their 
systems  to  cope 

with  the  Euro, 

we  took 
le  weekend  off. 


Le  weekend  has  been  hectic  for  those  who've  had  to 
convert  old  systems. 

But  our  systems  were  purpose  built  for  the  Euro  from 
the  start.  So  we've  always  had  a comprehensive  range 
of  Euro  indexes.  And  every  one  of  them  delivers  a 
precise  measurement  of  the  market  it  covers. 

What's  more,  our  market-sector  approach  provides 
a clear  advantage  over  country-specific  indexes.  We 
measure  19  key  markets  on  both  a Euro  and  pan- 
European  basis. 

We  already  have  168  indexes  covering  the  continent 
in  precisely  the  way  analysts  and  investors  require. 
And  we'll  soon  have  new  indexes  covering  the 


industry  groups  that  make  up  the  19  market  sectors. 
So,  whatever  your  European  investment  strategy,  and 
however  you'd  like  to  analyse  it,  we  provide  not  only 
the  ideal  benchmark  but  also  advice  on  how  the  Euro 
will  impact  on  your  analysis.  Because  we're  not 
frantically  changing  our  own  systems  we  have  the 
time  to  advise  you  on  yours . 

So,  for  more  information  on  Europe's  leading  benchmarks 
and  licensing  opportunities,  simply  contact: 

STOXX  LIMITED.  P.O.  Box,  Selnaustrasse  30, 

CH-8021  Zurich,  Switzerland. 

Phone  +41  (1)  229  2300,  Fax +41  (1)  229  2301, 
email  stoxx@stoxx.com  www.stoxx.com 


Expressly  designed  for  the  Euro 

STOXX  LIMITED  A Joint  Venture  of  Deutsche  Borse  AG,  Dow  Jones  & Company,  SBF-Bourse  de  Paris,  Swiss  Exchange. 
The  Dow  Jones  STOXX™  family  of  indexes  is  derived  from  and  compatible  with  the  Dow  Jones  Global  Indexes. 
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OISTRIBimON  VENTURE  CAPITAUST  POISED  TO  BUY  CANTRELL  & COCHRANE  JN  DEAL  VALUED  AU80CIM 

Allied  Domecq  to  sell  Irish  drinks  unit 


By  Charles  PretzflK 

Allied  Domecq,  the  UK 
spirits  and  pubs  group,  is 
poised  to  sell  Can- 
trell & Cochrane,  its  Irish 
drinks  distributor,  for  more 

than  E500m  (S800m)  to  BC 
Partners,  the  venture  capital 
firm. 

Cantrell  was  widely  expec- 
ted to  be  floated  off,  but 
Allied  is  understood  to  have 
decided  a sale  would  be 


quicker  and  simpler  than  a 
flotation  and  that  It  would 
achieve  a better  price. 

Allied  has  been  looking  to 
dispose  of  the  business  since 
buying  the  49.6  per  cent 
stake  it  did  not  already  own 
from  Diageo  In  July. 

However,  It  does  not  con- 
sider the  business,  wbidh 
distributes  mostly  soft 
drinks  and  beer,  to  be  part  of 
its  core  spirits  operations, 
with  brands  like  Beefeater 


gin  and  Ha  Maria  liqueur. 
BC  Partners  is  believed  to 
have  offered  about  £530m, 
although  contracts  have  not 
yet  been  exchanged.  A deal 
is  expected  to  be  announced 
later  this  month. 

It  would  represent  a big 
bite  for  BC  Partners.  Last 
year  the  firm  paid  £260m  for 
Hurst  Publishing,  whose 
titles  include  Auto  Trader, 
and  last  month  it  bought 
Ross  Breeders,  the  poultry 


breeding  division  of  Hills- 
down  Holdings,  for  £100,5ra. 

The  sale  of  Cantrell  is  part 
of  an  attempt  by  Allied's 
chief  executive.  Tony  Hales, 
to  focus  on  core  operations. 

Last  year  Allied  merged  its 

Victoria  Wine  off-licence 
chain  with  Whitbread's  rival 
Thresher  chain,  and  analysts 
believe  Allied  will  review  the 
future  or  its  other  retail  busi- 
nesses. which  include  over 
2,000  pubs,  tbe  Dunkin' 


Donuts  chain  and  Baskin 
Robbins  ice  cream. 

Allied  has  held  talks  with 
Seagram,  the  Canadian 
drinks  and  entertainment 
group,  in  . an  effort  to 
strengthen  its  spirits  busi- 
ness. However,  the  talks, 

which  covered  such  options 
as  joint  ventures  and  a 
merger,  ended  late  last  year. 

Allied  is  expected  to  make 
a profit  on  the  sale  of  Can- 
treEL  It  has  never  disclosed 


Regions  can  continue  to  brew  up  an  independent  spirit 


Despite  recent  closures  and  consolidation  David  Blackwell 
finds  optimism  among  some  of  the  country’s  smaller  brewers 


Lovers  of  real  ale  should 
not  feel  too  downhearted 
over  the  loss  oF  two 
more  regional  breweries  last 
year,  according  to  tbe  Cam- 
paign for  Real  Ale. 

“No  one  can  build  up  a 
theory  that  regional  brewing 
is  in  decline  on  the  basis  of 
those  closures,”  argues 
Roger  Protz  of  Camra.  He 
highlights  the  continuing 
success  of  two  brewers  - 
Greene  King  of  Bury  St 
Edmunds  in  Suffolk  and 
Fuller,  Smith  and  Turner  in 
London  - as  proof  that  a 
good  brewery  with  good 
brands  and  good  pubs  can 
buck  the  trends  in  a declin- 
ing beer  market. 

The  two  breweries  that 
closed  were  Morrells,  the 
Oxford  family  company  that 
provided  TV's  Inspector 
Morse  with  his  favourite  tip- 
ple, and  the  Langham  home 
in  Rutland  of  Ruddles,  which 
was  in  the  vanguard  of  the 
1970s  real  ale  revolution. 

Morrells,  which  until  July 
had  been  run  by  six  genera- 
tions of  the  same  family,  was 
bought  by  a new  company 
mainly  owned  by  Michael 
Camion  through  an  invest- 
ment company.  Mr  Cannon, 
who  now  lives  in  the  US,  has 
made  a fortune  from  pub 
companies  in  the  UK,  includ- 
ing Magic  Pub  and  The 
Ambishus  Pub  Company. 


The  board  had  decided  to 
put  the  business  up  for  sale 
after  a strategic  review  by 
PwC.  As  a result  Margie  Eld. 
76.  became  the  last  member 
of  the  family  to  serve  the 
group,  quitting  the  board  at 
the  end  of  June  after  54 
years.  She  said  at  the  time 
that  her  side  of  the  family, 
which  has  33  per  cent  of  the 
shares,  had  failed  in  two 
attempts  to  buy  the  remain- 
ing equity,  mostly  owned  by 
four  Morrells  family  trusts. 

The  new  owners  said  the 
brewery  was  un viable,  while 
the  chain  of  132  mainly  ten- 
anted pubs,  which  would 
keep  the  Morrells  name,  had 
suffered  from  a lack  of 
investment.  The  beer  brands 
might  be  retained,  but  would 
be  brewed  elsewhere. 

Morland,  the  Thames  Val- 
ley brewer  best  known  for 
Old  Speckled  Hen,  bought 
the  Langham  brewery  at  the 
end  of  1997  along  with  the 
Ruddles  brand  name.  After 
failing  to  find  any  brewing 
contracts,  it  announced  the 
closure  in  April,  at  the  same 
time  that  Whitbread  put  up 
for  sale  its  breweries  at  Chel- 
tenham. producer  of  Flow- 
ers. and  at  Castle  Eden. 
County  Durham,  the  pro- 
ducer of  Castle  Eden  ale 
since  1826. 

Mike  Watts,  chier  execu- 
tive at  Morland.  rejected  any 


suggestion  that  too  little 
time  had  been  devoted  to 
finding  a brewing  alterna- 
tive for  Langham.  “We  spoke 
to  all  the  major  brewers  and 
several  brands,  and  I have 
been  taking  it  in  the  neck  for 
six  months  from  the  City, 
which  was  asking  why  we 
had  kept  it  open,”  he  said  at 
the  time. 

However.  Camra  main- 
tains that  neither  the  Lang- 
ham  nor  Morrells  closures 
were  necessary.  The  deci- 
sions had  nothing  to  do  with 
their  decline  or  failure  as 
breweries,"  Mr  Protz  main- 
tains. And  he  continues  to 
believe  that  the  regiooals 
can  prosper  if  they  concen- 
trate their  effort  on  cask  ales 
and  do  not  try  to  imitate  the 
big  national  groups. 

Cask  ales  have  had  their 
ups  and  downs  since  the 
1960s.  he  explains,  first  fall- 
ing against  carbonated  keg 
beers,  then  against  lagers, 
and  most  recently  against 
nitro-keg  beers.  "But  there  is 
a big  underlying  support  for 
cask  ale,  and  beer  drinkers 
will  always  go  back  to  it.” 

Such  words  are  music  to 
the  ears  of  David  Soley.  the 
Durham  businessman  who 
stepped  in  to  save  Castle 
Eden  by  buying  it  from 
Whitbread  for  £3m.  The 
brewery,  which  is  in  the  con- 
stituency of  Tony  Blair,  the 


Hie  difference 
between  success  and 
failure  is  paper  thin. 
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No  FT,  no  comment. 


LOTHBURY 

Lothbury  Funding 
N0.1PLC 
£150,000,000 
Class  A2  Notes 

Mortgage  Backed 

Floating  Rata  Notes 

due  2031 

Notice  is  hereby  given  that 
there  wHI  be  a principal 
repayment  of  £3.850  per 
£100,000  Note  pursuant  to 
Clauses  (5b)  of  the  Nates 
on  the  interest  payment 
date  nth  January  1999.  The 
principal  amount  out- 
standing on  12th  January 
t999  will  therefore  be 
£95,465  per  Note. 

GREENWICH  NATIVES! 


LEGAL  NOTICES 


Notice  of  Interest  Rate 
To  Holders  of 

Republics  Federativa 

do  Brasil 

Series  A-L IDU  Bonds 
Due  2001 

Notice  is  hereby  green  that 
the  Bonds  will  bear  Interest 
at  6.0625  per  cent  per 
annum  for  the  178  day  period 
from  4 January  1999  to  but 
not  indudJng  I July  1999. 
Interest  payable  on  the  Bonds 
on  I July  1999  amounts  to 
US$29.98  per  US$1,000 
principal  amount  outstanding. 

Citibank.  NA  London 
as  Fiscal  Agm  and  CakitaRxi  Agon 

4 January  1999 
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Premier  ate:  the  prime  mjnlster's  constituency  includes  the  Castle  Eden  brewery  in  Durham 


prime  minister,  will  benefit 
from  a grant  of  £150,000  from 
the  Department  of  Trade  and 
Industry.  But  while  the 
regional  brewers  wiD  all  be 
hoping  for  a prosperous  and 
happy  New  Year,  as  they 
stare  into  the  bottom  of  their 
glasses,  the  outlook  remains 
unsettled. 

In  the  north-east  of 
England.  Sunderland  beer 
drinkers  will  be  cheering  on 


a management  buy-out  bid 
for  the  two  breweries  owned 
by  Vaux,  which  has  put 
them  np  for  sale  following  a 
decision  to  concentrate  on 
its  hotel  and  leisure  Inter- 
ests. Sir  Paul  Nicholson,  the 
non-executive  chairman 
whose  younger  brother, 
Frank,  is  leading  the  bid, 
made  it  clear  last  month 
that  he  wants  to  keep  the 
breweries  open  - unless  it 


can  be  convincingly  demon- 
strated that  not  to  do  so  will 
raise  many  millions  of 
pounds  more. 

Meanwhile,  if  Wolver- 
hampton & Dudley  were  to 
succeed  in  its  £264m  hostile 
bid  for  Marston,  Thompson 
& Evershed.  tbe  combined 
Midlands  group  would  have 
three  breweries.  Cynics 
would  be  entitled  to  ask  - 
for  how  long? 
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No  FT,  no  comment. 


NEWS  DIGEST 

CHARTERED  SURVEYING 


how  much  it  paid  Guinness 
for  its  Cantrell  stake  but 
analysts  put  the  figure  at 
just  under  £230m. 

Diageo  was  forced  to 
reduce  its  interests  in  the 
Irish  drinks  distribution  sec- 
tor as  a condition  for  obtain- 
ing approval  from  the  Euro- 
pean Commission  for  the 
merger  between  Guinness 
and  Grand  Metropolitan  to 
form  the  food  and  drinks 
group. 


Strutt  & Parker  buys 
hotel  and  leisure  rival 

ina  in  hotel  and  leisure  property. 

Roger  Pryor,  a partner  of  Strutt  & Parker,  said:  "This  wfll 
provide  valuable  expansion  to  the  services  we  can  offer  . 
our  clients  and  confirms  our  confidence  In  what  W6  per- 
ceive to  be  a growth  area  of  the  property  market.  About 
half  Strutt  & Parker's  business  is  commercial , with  the  bal- 
ance in  the  rural  market.  .. 

Founded  114  years  ago,  «t  employs  500  stall  and  has  30 
partners.  William  Hillary,  which  has  been  in  busmesa  far  18 
years,  has  five  employees  working  m its  London  and  SaEs- 

bury  offices.  , , _ 

The  move  underscores  the  trend  for  consolidation 
among  chartered  surveyors.  Last  year  -fooes  Lang  Woot- 
ton  merged  with  LaSalle'  Partners  of  the  US;  Healey  & 
Baker  agreed  to  merge  with  Cushman  Wakefield  of  the 
US-  and  CB  Richard  Ellis  acquired  HilKer  Parker.  C8  Rich- 
ard Bis  was  formed  by  last  year's  acquisition  of  Richard 
Ellis  by  CB  Commercial  of  the  US.  Chazles  PretelBc 

MEDIA 

Kirch  restructures 

Kirch,  the  privately-held  German  broadcasting  group,  is 
expected  today  to  unveil  details  of  a wide-ranging  re- 
organisation that  could  pave  the  way  for  outside  investors 
to  join  as  partners  in  its  media  activities. 

Kirch,  which  was  founded  by  Leo  Kirch,  has  been  under 
pressure  because  of  its  investments  in  digital  pay-TV. 
which  have  cost  DM1  bn  (£300m). 

Today’s  announcement  is  expected  to  concentrate  on 
reorganisation  measures  - including  the  setting  up  of  three 
holding  companies  - rather  than  possible  future  partners. 
But  the  group  has  in  the  past  held  talks  with  Silvio  Berlus- 
coni, the  Italian  media  magnate,  Rupert  Murdoch's  News 
Corporation  and  the  Saudi  Prince  Al  Waleed. 

Ralph  Atkins,  Bonn 


HOUSEHOLD  GOODS  

Tomkinsons  trading  optimism 

Tomkinsons,  the  UK  floor  covering  manufacturer  and  sup- 
plier. said  that  trading  in  November  and  December  was 
better  than  it  had  expected.  Its  optimism  contrasted  with 
gloomy  comments  from  other  home  furnishing  companies.  - 
but  was  consonant  with  an  upbeat  trading  statement  a 
week  before  Christmas  from  CarpetRight,  the  retaHer 
headed  by  Lord  Harris  of  Peckham. 

Michael  Hieid.  chief  executive  of  Tomkinsons.  said  the 
good  trading  was  the  result  of  the  group's  strategy  over 
15  years  of  focusing  on  small  independent  retailers  for  dis- 
tribution and  retying  on  colour,  design  and  creativity  to  sefl 
its  products.  The  small  retailers  tended  to  try  harder  when 
markets  got  tougher,  he  said. 

“We’ve  got  2 per  cent  of  the  total  El  .6bn  UK  floor  cov- 
erings market,  and  in  such  a fragmented  area  it’s  always  rv 
possible  to  move  up  a bit,”  said  Mr  Hieid.  ▼. 

In  November,  the  group  announced  a 17  per  cent  rise  in  :■ 
pre-tax  profits  to  £2.01  m on  sales  of  £30.5m.  Williams  de 
Broe,  the  house  broker,  is  forecasting  profits  of  £2.1  m this 
year.  David  Blackwell 


BANKING 

BLG  lifts  Hungarian  stake 

Bayerische  Landesbank  Girozentrale  has  bought  the  7.98 
per  cent  stake  in  the  Hungarian  Foreign  Trade  Bank  (MKB) 
formerly  owned  by  DEG,  the  German  investment  and 
development  concern.  The  sale  - announced  last  week  for 
an  undisclosed  sum  - brings  BLG's  total  stake  to  almost 
75  per  cent 

MKB  is  Hungary’s  second  largest  commercial  bank  and 
had  consolidated  assets  of  Ft  530bn  {$2.45 bn)  In  m id- 
1998.  BLG  and  the  European  Bank  of  Reconstruction  and 
Development  (EBRD)  acquired  a minority  stake  of  MKB  in 
the  first  privatisation  of  Hungary’s  larger  state  banks  in 
1994. 

The  EBRD  is  expected  to  sell  its  16.7  per  cent  stake, 
possibly  in  conjunction  with  a public  offering  and  listing  of 
MKB  on  the  Budapest  Stock  Exchange. 

Kester  Eddy,  Budapest 


HOUSEBUILDING 


Bid  to  oust  Tay  directors 

A rebel  shareholder  in  Tay  Homes,  the  Leeds-based 
housebuilder,  is  today  expected  to  call  an  extraordinary 
meeting  to  replace  four  directors  with  Its  own  nominees. 

Sunley  Family,  which  has  a 10.1  per  cent  stake,  is  angry 
at  the  20  per  cent  drop  in  Tay’e  share  price  last  year. 

It  will  try  to  oust  Norman  Stubbs,  chairman,  and  John 
Swanson,  chief  executive,  as  well  as  two  other  directors, 
Stephen  Evans  and  Jack  Green. 

Sunley  will  seek  the  appointment  Peter  Hedges,  a former 
deputy  chairman  of  Taylor  Woodrow,  and  Richard  Tice, 
joint  chief  executive  of  the  Sunley  Group,  an  unquoted 
property  development  and  housebuilding  group.  Mr  Tice 
would  run  Sunley  and  Tay  side-by-side  but  would  not 
merge  the  two. 

The  decision  to  call  an  egm  comes  after  Tay  last  month 
rejected  Suntey’s  demands  for  a seat  on  tire  board  and 
further  management  changes. 

Tay’s  largest  shareholder,  Phillips  & Drew,  which  has  a 
15  per  cent  stake,  has  undertaken  to  vote  in  favour  of 
Sun  ley’s  resolutions.  Other  leading  shareholders  are  Fidel- 
ity, with  about  10  per  cent  and  Foreign  & Colonial,  with 
about  7 per  cent  Charles  Pretzfrk 


ENGINEERING 


Renold  offer  ‘unconditional5 

£5.14m  recommended  offer  by  Renold,  the  engineering 
group,  for  Jones  & Shipman,  a maker  of  abrasive  machine 
tools,  has  been  declared  unconditional.  Renold  said  that 
shareholders  representing  60.7  per  cent  of  the  equity  had 
accepted  the  offer,  which  valued  Jones’  shares  at  20p 
each.  Schraders  acted  for  Renold. 
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To  see  how  you  can  benefit  immediately 
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COMPANIES  & FINANCE 


France  plans 
bond  market 
reforms 


By  Samftr  fekandar  in  Paris 


France  is  to  modernise  its 
bond  markets  this  year  to 
make  them  more  attractive 
to  borrowers  and  investors 
following  this  week’s  suc- 
cessful launch  of  the  euro. 

Individual  investors  from 
an  euro-zone  countries  will 
be  able  to  buy  inflation- 
linked  government  bonds  as 
part  of  the  reforms.  These 
instruments,  introduced  last 
year,  -were  accessible  only  to 
institutional  investors  such 
as  insurance  companies  and 
pension  funds. 

The  finance  ministry  is 
also  reforming  the  commer- 
cial paper  and  medium-term 
note  markets,  in  which  com- 
panies raise  funds  for  short 
and  medium-term  durations 
erf  between  one  month  and 
five  years. 

The  new  legislation,  which 
was  published  yesterday  in 
the  government's  official 
journal,  aims  to  "combine 
flexibility  and  efficiency  in 
the  market,  and  a high 
degree  of  transparency  for 
investors",  the  ministry  said. 

France  has  introduced  a 
series  of  reforms  in  recent 
years  to  increase  the  attrac- 
tiveness of  its  flnanriai  mar- 
kets ahead  of  the  launch  of 
the  euro.  Paris  has  been  in 
competition  with  Frankfurt 
to  become  the  euro-zone's 
dominant  fiwnnHai  centre- 

Although  Germany  has 
the  advantages  of  playing 
host  to  the  European  Central 
Bank  and  having  larger  and 
deeper  financial  markets. 


Prance  has  been  faster  In 
Implementing  retoms . 
financial  analysts  say. 

Financial  institutions, 
whose  borrowings  were  sub- 
ject to  specific  regulation, 
will  be  allowed  to  issue  cer- 
tificates of  deposit  (CDs),  one 
of  the  most  flexible  instru- 
ments used  by  companies  to 
raise  short-term  funds.  Issu- 
ance of  medium-term  notes 
paying  a variable-rate  cou- 
pon will  also  be  allowed. 

Other  measures  include 
opening  the  market  to  for- 
eign banks,  which  will  be 
able  to  issue  CDs  denomi- 
nated In  euros  as  well  as  for- 
eign currencies.  This  should 
make  the  French  market 
"open  and  competitive,  and 
Will  reduce  financing  costs 
for  companies”,  the  govern- 
ment said 

Some  €6bn  ($7bn)  of  infla- 
tion-linked government 
bonds  will  be  issued  this 
year,  as  part  of  the  trea- 
sury’s csobn  borrowing  pro- 
gramme. Borrowing  Is  down 
14  per  cent  from  last  year’s 
€93bn.  mainly  due  to  reduc- 
tion of  the  budget  deficit. 

Issuance  will  consist  of 
roughly  €45bn  of  OATs  - 
bonds  with  maturities  of 
seven  to  30  years  - and 
€35bn  of  two  and  five-year 
BTANs,  with  the  average 
maturity  of  outstanding  debt 
remaining  within  the  target 
range  of  6 to  6.5  years. 

The  treasury  also  said  Its 
cost  of  borrowing  had  fallen 
in  1996.  to  4 JTJ  per  cent  on 
BTANs,  from  4J38  per  cent  a 
year  earlier. 


Chinese  banks  may 
form  bad  loan  units 


Some  of  China's  state-owned 
commercial  banks  may  cre- 
ate special  institutions  to 
take  on  loans  that  have  gone 
bad,  AP  Dow  Jones  reports 
tram  Beijing. 

The  China  Daily  Business 
Weekly  said  China  Construc- 
tion Bank,  one  of  four  gov- 
ernment-backed commercial 
banks,  was  establishing  a. 
separate  arm  to  assume  nan- 
performing  assets. 

No  other  details  were  pro- 
vided, but  the  paper  said  Bei- 
jing supported  such  moves 
and  other  banks  were  expec- 
ted to  follow  suit 

However,  an  official  with 
the  China  Construction 
Bank  said  it  was  still  uncer- 
tain how  the  institution 
would  handle  bad  loans. 

The  People’s  Bank  of 
China,  the  central  bank,  has 
estimated  about  20  per  cent 
of  the  banking  industry's 
assets  can  be  considered 
non-performing,  yet  central 
bank  chief  Dai  Xianglong 


has  said  only  about  6 per 
cent  of  the  loans  are  unre- 
coverable. 

Officials  at  the  People’s 
Bank  of  China  have  said 
they  are  considering  an 
institution  modelled  on  the 
Resolution  Trust  Corp, 
which  the  US  government 
set  up  to  transfer  assets  of 
insolvent  savings  and  loan 
associations  to  financially 
sound  institutions  in  the 
early  2990s. 

As  China's  state  banks 
extend  new  loans  to  fuel  gov- 
ernment spending  on  infra- 
structure and  construction 
projects,  banking  executives 
are  looking  for  ways  to  carve 
out  old  problem  loans. 

The  recent  collapse  of 
Guangdong  International 
Trust  & Investment  Carp,  an 
arm  of  the  provincial  gov- 
ernment, brought  new  calls 
within  the  central  bank  to 
move  quickly  towards  set- 
ting up  an  institution  for 
bad  loans. 


DL  J to 
launch 
euro-zone 
trading 


By  Cfey  Harris, 

Banking  Correspondent 


Donaldson,  Lufkin.  & 
Jenrette.  the  US  investment 
bank,  is  today  set  to  launch 
Its  euro-zone  equities  busi- 
ness, coinciding  with  the 
first  trading  day  of  the  sin- 
gle currency. 

The  opening  of  trading; 
which  also  applies  to  Hong 
Kong-based  business  for 
Asia  excluding  Japan,  Tnnrlm 
the  end  of  the  first  phase  erf 
expansion  into  non-US  equi- 
ties by  DU,  a. bank  indi- 
rectly controlled  by  Asa.  the 
French  insurer; 

It  nraferihma  DU3  CODViO- 

tion  that  it  can  differentiate 
itself  in  a crowded  market 
Hector  Sants,  head  of  inter 
national  equities,  said: 
"Investors  still  don’t  have 
the  global  and  .regional 
research  services  to  meet  all 
their  needs.  This  is  .very 
much  going  to  be  a stock 
ideadrlven  product" 

As  such,  tt  contrasts  with 
♦lit*  emphasis  cm  a quantita- 
tive approach  by  the  other 
significant  debutante  In  the 
sector,  Germany’s  Commerz- 
bank Global  Equities. 

Mr  Sants  said  he  expected 
large  institutional  investors 
increasingly  to  undertake 
their  own  quantitative  and 
macro-economic  research. 
He  added:  "People  will 
always  be  looking  for  good 
stock  ideas.” 

DU  will  be  building  on  its 
position  as  the  TftajKng  seller 
of  US  equities  into  Europe. 
AH  international  equities 
staff  will  report  to  Mr  Sants 
hi  Loudon,  but  will  work  In 
cooperation  with  their  sec- 
toral counterparts  in  the  USi 

Since  March  1998,  when 
Mr  Sants’  appointment  was 
announced,  DLJ’s  interna- 
tional equities  staff  has 
grown  from  10  New;  York- 
based  employees  to  a total  of 
220  in  London,  New  York 
and  Hong  Kong. 

Mr  Sants,  head  of  equities 
at  Union  Bank  of  Switzer- 
land in  London  before  its 
merger  with  Swiss  Bank 
Corporation,  joined  in  Sep- 
tember. The  number  of 
research  staff  is  expected  to 
rise  from  SO  to  75  in  1999. 

"Clearly,  we’re  very,  happy 
to  have  missed  the  period  of 
market  turbulence,”  he  said, 
not  just  in  trading  terms, 
but  also  because  it  had 
helped  in  recruitment. 

As  in  Europe,  Asian 
research  will  be  regionally 
based.  After  today's  open- 
ings. which  add  to  DLJ's 
activities  in  other  emerging 
markets  and  Europe  outside 
the  euro-zone,  Japan  is  its 
only  significant  gap. 

“Ultimately  we  do  believe 
we  have  to  indude  Japanese 
securities  in  oilr  product 
range,”  Mr  Sants  said,  but 
added  that  this  would  not 
happen  in  1999.  - - • 


EMERGING  MARKETS  THE  SANTIAGO  B0LSA  HAS  SUFFERED  IT$  WORST  P£Rt00r  SiNCE.  tG81 


Year  to  forget  for 


By  Marie  ttdigau  in  Santiago 


The  detention  In  London  in 
October  of  General  Aagusto 

Pinochet,  the  former  Chilean 
dictator,  may  have  6et 
shockwaves  reverberating 
through  the  capital's  presi- 
dential palace,  but  they 
didn’t  quite  make  it  around 
the . ffimftr  to  tiiA  Santiago 
stock  exchange. 

While  the  news  from  Lon- 
don, was  sparking  riots  and 
demonstrations  In  the 
streets  and  opening  danger- 
ous fissures  in  the  delicately 
balanced  coalition  govern- 
ment, the  main  IPSA  today 
of  Chile's  leading  40  stocks 
was  trying  to  take  heart 
from  developments  in.  the 
US,  where  the  IMF  was  ham- 
mering out  details  of  its 
$41bn  rescue  package  for 
Brazil,  Latin  America’s  most 
important  economy. 

A week  after  the.  Pinochet 
detention,  the  index  had 
added  2JB3  per  cent  to  earlier 
rises  on  the  back  of  central 
bank  interest  rate  cuts  and 
was  on  course  for  a 9.56  per 
cent  Improvement  for  the 
month. 

The  market  continued- to 
climb  throughout  November, 
hut  no  amount  of  good  news 
could  prevent  what  has 
proved  the  worst  year  on  the 
Santiago  Bolsa  since  fha 
global  recession  of  L98L 

The  benchmark  IPSA 
index  closed  on  Wednesday, 
the  last  day  of  trading,  at 
77.37.  down  more  thaw  26  per 


cent  on  the  year,  although 
showing  promising  galna  oh 
its  September  low  of  5A55 
points. 

More  idling  was  the  vol- 
ume, which  at  about  $i2m  a 
day  was  38  per  cent  . below 
that  In  2997  and  the  lowest 
figure  since  1993. 

The  picture  throughout 
■Latin  America. was  similar, 
reflecting  this  year’s  stam- 
pede out  of  high-risk  emerg- 
ing market  shares  and  into 
fixed-rate  securities.  l 

One  local  broker  summed 
it  up:  "The  IPSA  ruse 
slightly  on  the  last  day  of 
trading,  but  so  what?  Its  2998 
performance  was  awfuL” 

Other  market  commenta- 
tors noted  that  Santiago’s 
performance,  among  the 
worst  in  the  region,  served 
once  again  to  expose  struc- 
tural weaknesses  in  the  mar- 
ket, which  is  heavily  regu- 
lated and  taxed  and 
unattractive  to  foreign  inves- 
tors, who  prefer  the  more 
liquid  and . less-restricted 
Chilean  ADRs  traded  in  New 
York.  • * 

Reforms,  inriufHng  thA  vir- 
tual elimination,  of  the 
encaje.  or.  lock-in,  which 
requires  foreigners  to  leave  a 
percentage  of  all  investment 
on  deposit  for  a year,  are 
expected  to  loosen  the 
market.  . 

However,  tills  year’s  relax- 
ation of  the  percentage  of 
funds  the  country's  $31bn 
private  pension  system  can 
invest  abroad  has  begun  to 


r.-but  ended 
i.percept  <rf  its 
wiped 


suck  Hquffifity  ih  the  other  : ■ 
direction.  : ’ ‘ , lowlct  Si 

There  , were  yery.few.  star ' ■ 
performers  on.  the,  Bolsa  in' 

1998,  with  only' U of- the  ’-outf .v^'i  . , • ' ■. 

country’s  82  listed  com- . ’w  Lo^^ffcaxkdal  newspapers 
panies  posting  year-on-year  -described  it  as  the  year  to 
gains.  The -derision  by  Ener*  iforg^bat  the  news  is  not 
sis,  the  electricity  distributor : ^ b&'  wcptttting  to  some 
32  per  cent  owned  by  Spain’s  vioarket  sgJtt&jers. 

Endesa,  to  fell'  its  25  per  Scfirez.  econo- 

state  in  Endesa  CQde,  Chile’s- 

country's  biggest  generator;  iixyes- 

provided  a distraction  in  the  tors  . on 

second  toff -cT  December.  ^’JPSA%upward>tre^  in 

Given' . ; the  ' company’s-  -tea  fida^j^Krter;  .which,  he 
heavy  weighting  in  the  ^5atinue 


index,  trading?  activity 
around  the  sale  probably 
saved'  the  IPSA  from  total 
humiliatiqn.  However,  the 
drama  .was  not  enough  to 
pull  back  tife  heavy  ; losses 
the  shares  suffered  earlier  in 
the  year. 

Market  darling  CFG,  the 


throughout  tia£  first -half  of 
neat  year.;  &,v; 

•’The  Cebfcr£f  Bank  -lots 

her  to  radob&  ta  a sharp 
fell  indcp*qfftfe  demand 
9.7  per ' ro^yror^m-year  iu- 
toe  tharn^OTmrfer  which 


telecommunications  group,-  has  helped  Ubfie  adfast  its 


'current;  Account  and  trade 
. tfefrete'1''’ ... 

3h|s  domestic  contraction  - 
ied_c4figjt  the  affects  of 
in  the  price  of 
.c^per, ' Chile’s  principal 
apart;. 

-ArW&aT  inflation  is  expec- 
ted ’fe^&.  less  than  5 per 
cait;-Bgatost  .6  per  cent  at 
.the  endVof  1S97,  and  the 
value  ofthe  peso  against  the 
US  dollar  had  weakened 
from  436.5  in  December  last 
year  to478£  last  week. 

• ' to  s&arf,'  events  in  Asia, 

Rissia  and  Brazil  have 
assisted  the  bank  and  the 
government  in  their  efforts 
to  bring  spending  into  line 

- with  growth,  keep  a lid ' 
InflaHwn  -and  hold  the 
at  more  exporter-friei 
levels. 

7 -And -the-  Pinochet  factor? 
“In  tire  short  term,  it’s  not 
affecting  anything,”  said  Mr 
Sufirea.  “However,  if  it  goes 
on  for -another  year  in  Lon- 
don, in  the  long  term,  some 
-government  projects  could 

be  deferred.’’ 

A deepening  of  the  politi- 
cal crisis  sparked  by  the 
detention  of  General  Ptno- 

- ch?t  could  delay  legislation 
to  facilitate  the  sale  of  a fur- 
; ther  _ four  - sanitation  com- 
panies, as  weH  as  interrupt 

; plans ibr  the  privatisation  of 
-the  country's  ports. 

■ - “This  could  be  bad  news, 
because  - the  market  has 

- already  accepted  that they’re 
going  to  .do  It.”  said;^ 


EURO  TV  CREWS  WATCH  RETAILERS  CASH  IN 


French  quick  to 
on  launch  of  new  ciureiicy 


By  Samerttamtar 


French  retailers  and 
consumer-oriented  indus- 
tries were  quick  off  the  mark 
this  weekend  in  an  attempt 
to  capitalise  on  the  euro  as  a 
marketing1  tooL 

Michel-Edouard  Leclerc, 
joint  chairman  of  the 
E.  Leclerc  supermarket 
drain,  was  surrounded  by 
television  cameras  when  he 
paid  in  euros  for  groceries  at 
one  of  the  group’s  stores 
near  -;  Paris,  tin  Saturday 
morning.  By  the  end  of  the 
day,  another  46  customers 
had  paid  in  euros  at  the 
supermarket,  accounting  for 
only  0.5  per  cent  of  sales. 
The  average  shopper  bought 
€64  ($75)  worth  or  goods. 

However,  Mr  Leclerc  said 
a large  number  of  shoppers 
were  asking  questions  about 
how  the  transactions  in 
euros  would  affect  their 
bank  accounts  in  francs. 

TV  craws  and  other  Jour- 
nalists were  also  present  at 
the  music  and  book  retailer 
Virgin  Megastore  on  the 
Champs-Elystes,  the  tourist 
district  In  west  Paris,  when 


Yves- Thiba lilt  de  Siiguy, 
European  monetary  affairs 
commissioner,  paid  €141.94 
by  cheque  for  a few  CDs. 
Virgin  said  some  20  custom- 
ers had  paid  in  euros  that 
day,  to  rinding  tourists  from 
countries  outside  toe  euro- 
zone. 

Some  very  dedicated  TV 
camera  crews  were  also  pres- 
ent just  after . midnight  on 
January  1 at  a Bistrot . 
Remain  restaurant,  where  a' 
customer  made  a €298.80 
debit  card  payment  for  a 
meal,  which  Banque.  Nat- 
ional de  Paris,  the  bank 
that  had  Issued  the  card, 
claims  was  France’s  first 
transaction  in  the  new  cur- 
rency. 

Other  retailers  expressed 
disappointment  after  seeing 
no  Interest  from  customers 
wanting  to  pay  in  euros 

At  a Continent  store,  part 
of  the  Pramodfes  supermar- 
ket chain,  cashiers  watted  in 
vain  all  day  Saturday  to 
receive  a eurodenomtoated 
payment 

“We  were  a bit  disap- 
pointed to  see  that  nobody 
wanted  to  pay  in  toe  new 


currency,”  said  a cbrecta? 
the  . grotto,/;  which  " 
equipped  its  ;sto;fes3o 
cheques,  debits  and 
cards  in  euros.  '-  . 

Mr  Leclerc  predicted  that 
use  of  the  emu  would  rise' 
"slowly  and  progressively?/ 
especially  near,  the  country's* 
borders, -Where  inhabitants 
are  already  familiar  with 
cross-border  shipping.  He 
forecast  that  between  3 and  4 
per  cent  of  Leclerc  custom- 
ersjrould sjjftcfctoitoaeapa 
to  Sinwif  ’nfimtlft 

At  ENAC.  the  cultural 
goods  retailing  aeration  of 
the  Pinault  Printemps 
Redouts  group,  only  two  cus- 
tomers paid  in  euros  at  one 
outlet  in  Paris  where  a euro 
pilot  project  has  been  set  up. 
But  the  group  reported 
“numerous  enquiries”  about 
payment  possibilities. 

Even,  the  French  post 
office,  which  is  not  usually  a 
publicity-seeker  since  it 
retains  a monopoly  on  most 
of  its  activities,  wOl  this 
morning  start  selling  its 
standard  FFr8  stamps  for 
first-class  mail  denominated 
to  euros  at  €0-46. 


rArtfimts,  . the  bolding 
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Lindi.iy  Slu-ppari! 
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ciruil:  linduy. sheppard;  FT.com 


Maria  Gofiialc^  in  Madrid 
Tel:  *34  91  337  0061 
Fax:  •*•34  91  337  0062 
email,  maria-tonz.’lo'.  FT.com 
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INTERVIEW  CRAIG  MUHLHAUSER  SETS  OUT  HIS  AGENDA  FOR  FORD’S  PARTS  OFFSHOOT 


Visteon  chief  reshapes  its  goals 


By  Haig  Steontan, 

Motor  Industry  Correspondent 


As  the  new  president  of 
Visteon,  the  world's  second 
biggest  automotive  supplier, 
Craig  Muhlhauser  has 
already  prepared  an  agenda 
for  Us  first  100  days. 

Mr  Muhlhauser,  who 
joined  Ford  Motor's  parts  off- 
shoot in  July  1997,  took  over 
on  January  l'from  Charlie 
Szuluk,  toe  Rnd  executive 
who  oversaw  Visteon's 
change  from  captivity  to  par- 
tial independence  from  Ford 
in  September  1997. 

Since  then,  Visteon  has 
blitzed  the  autcanotive'  world 
with  its  new  name  and  logo. 
The  fitunge.  tikp  a grmilflr 
metamorphosis  at  Delphi, 
the  General  Motors  parts 
subsidiary  trying  to  become 
less  dependent  on  its  parent, 
will  probably  lead  to  a flo- 
tation in  2000.  Delphi's  own 
Initial  public  offering  is  due 
early  next  year. 

The  .process  of  weaning 
Visteon  away  from  Ford 
began  under  Mr  Szuluk 
should  accelerate  under  Mr 
Muhlhauser,  who  joined 
from  a senior  marketing  role 
at  United  Technologies.  He 
is  determined  to  create  a 
“shadow”  structure  of  an 
independent  company  at  Vis- 
teon as  soon  as  possible. 

He  shares  Mr  Szuluk’s  tar- 
get of  reducing  Visteon’s 
sales  to  Fprd.  once  virtually 
its  only  customer,  to  80  per 
cent  of  turnover.  Unlike  his 
cautious  predecessor,  how- 
ever, Mr  Muhlhauser  is  will- 
ing to  give  a firm  date  of 
2002  for  his  goal. 

That  means  lifting  sales  to 
third  parties  to  about  S5bn  a 
year,  based  on  Visteon's  esti- 
mated turnover  of  about 
$25bn  by  roily  next  century. 


rftilfili 


New  contracts  beyond 
Ford  are  already  helping  to 
propel  Visteon’s  turnover 
from  $16.4bn  In  1997  to 

$17^bn  to  1998  and  a fore- 
cast $18bn  in  1999. 

Mr  Muhlhauser  predicts 
much  of  the  increase  will 
come  front  Europe.  After 
spending  bis  first  year  at 
Visteon  creating  a market- 
ing structure  to  underpin  tts 
planned  sales  push,  he  reck- 
ons about  $26bn  worth  of 
new  car  contracts  will  come 
due  to  Europe  this  year. 

Winning  a disproportion- 
ate share  of  that  is  the  only 
way  Visteon  can  become  less 
dependent  on  Ford.  “Signifi- 
cantly more  than  20  per  cent 
of  new  business  must  be 
from  third  parties,”  lie  says. 

Mr  Muhlhauser  believes 
Visteon  has  the  potential  to 
meet  such  targets.  This  year, 
only  half  its  $2bn  of  new 
business  came  from  Ford, 
lifting  non-Ford  sales  to 
nearly  12  per  cent  of  turn- 
over - about  double  the  6 
per  cent  proportion  of  1997. 

Mr  Mnhlha  user’s  confi- 
dence over  meeting  Vis- 
teon's new  targets  in  an 
industry  he  admits  is  “over- 


crowded” stems  partly  from 
the  revised  corporate  struc- 
ture he  has  helped  to  shape. 

This  has  Included  grafting 
a worldwide  marketing, 
sales  and  service  network 
and  an  expanded  advanced 
technology  and  processes 
activity  on  to  Visteon’s  mac- 
ufiacturtog  base.  , 

The  expanded  marketing 
side  will  be  responsible  for 
marketing,  account  manage, 
ment  and  servicing  func- 
tions that  barely  existed 
when  Ford  was  virtually  Vis- 
teon’s only  customer.  Mean- 
while, ' the  reinforced 
research  and  development 
side  should  provide  & com- 
petitive edge  to  technology. 

“We  were  a manufacturer 
geared  to  meet  Ford's 
requirements,"  says  Mr 
Muhlhauser.  In  particular, 
he  thinks  Ford’s  preference 
for  being  a “fast  follower"; 
rather  than  an  outright  inno- 
vator in.toe  industry,  meant 
Visteon  put  insufficient 
emphasis  on  innovation  and 
new  technology  to  the  past 

Matters  should  change 
with  the  new  structure. 
“What  distinguishes  our  air 
conditioners  from  those  of. 


say,  ValeoT^he  asks.  Tn  fids 
industry,  if  you’re  not  out  to 
front,  you  get  run  over." 

Mr  Muhlhauser  believes 
new  care,  such  as  the  Ford 
Focus  and  Jaguar  S Type, 
will  help  to  promote  Vis- 
teon’s new  high-tech  prod- 
ucts. The  Jaguar  is  the  first 
car  to  have  a vdee  recogni- 
tion system  for  radio,  tele- 
phone and  navigation. 

This  high-tech,  emphasis 
has  been  underlined?  by 
acquisitions.  In  the  past 
three  months,  Visteon  has 
bought  Zekel  Innovation  - a 
US  developer  of  incar  navi- 
gation systems  - and  formed 
a venture  with  PI  Technol- 
ogy, a UK  software  and  tech- 
nology specialist 

The  overriding  goal  is  to 
reach  the  more  demanding 
financial  standards- required 
if  Visteon  is  to  attract  out- 
side investors.  Mr  Muhlhau- 
ser wants  to  raise  sales  by  at 
least  7 per  cent  a year,  oper- 
ating margins  to  5 per  cent 
of  turnover,  and  achieve  a 10 
per  cent  return  on  assets. 

This  means  not  even  Vis- 
teon’s' manufacturing  base 
will  be  spared  from,  restruct- 
uring. Thai  involves  obvious 
steps  such  as  reducing  cen- 
tral staff,  moving  people  Into 
the  field  and  thinning  out 
management  layers.  But 
manufacturing  - notably  to 
Europe  - is  also  to  his 
sights.  Mr  Muhlhauser  notes 
toe  location  of  many  Visteon 
plants  next  to  Ford  Factories 
is  "probably  not  Ideal  for  a 
company  trying  to  win  mote 
business  from  third  parties. 

“Our  objective  is  to  have 
more  and  more  of  the  finan- 
cial muscle  to  take  on  more 
of  toe  risk,  as.  vehicle-mak- 
ers seek  to  devolve  more  of 
their  responsibilities  to  sup- 
pliers,” he  says. 


is  m 

ta3»Hy  Aoba  Life 


to  Tokyo 


Jrbtmrpany  of  . the  Jfrintemps 
Tefafling  ^itop  .'based  in 
France,  is  to  advanced  talks 
to  acquire  Japan's  Aoba  Life 
Insurance,  Japanese  press, 
reports  said  yesterday. 

■ Ari&ni.yte  undastooi  to 
teryev  offered'  a purchase’ 
price  tor  Abba  of  Y40bnsfo 
YSObn  ($3£5m-$443m).  If  toe 
deal  goes  through,  ft  -would 
jqytamt  anoftar  significant 
foreign  entry,  into;  Japan’s 

Last  year.  GE  Capital 
agreed  a deal  with  Taho  Life 
Insurance  that,  in  effect, 
places  Tobo  under  GE  Capi- 
tal’s control.  Canada’s  Manu- 
life Financial  has  also  agreed 
to  acquire  the  operations  of 
Dalhyaku  Life  Insurance. 

The  deals  represent  a sig- 
nificant change  to  the  mar- 
ket environment  for  Japa- 
nese life . . insurance 
companies,  which  W mrHi 
recently  operated  in  a mar- 
ket that  wias  virtually  fre&of 
foreign  competition. 

In  addition  to  strict  mar- 
ket regulations,  the  close 
historical  ties  life  insurance. 


companies  enjoyed  with 
their  large  corporate  custom- 
ers ami  the  high  investment 
needed  , to  compete  with  the 
large  rolesforces  of  Japanese 
:Ufe  insurance  companies 
which,  employ  thousands  bf 
life  insurance  “sales  ladies” 

- Impeded  foreign  competi- 
tion in- the  Japanese  market 

- Foreign  companies  had 
- made  vlnroads  mainly  in 

lucrative  blit  relatively  small 
niche  markets,  such  as  toe 
market  for  cancer  1 
which  had  been 
,oped  in! Japan.  . 

- However, ^rovangmarket 
-liberalisation  introduced 
. under  foreign  pressure  and 

the  strengthening  presence 
of  foreign  life  insurance 
companies  has  put  pressure 
on  the  weaker  Japanese  life 
insurance,  companies. 

Aoba,  for  example,  was  set 
up  by  Japan’s  life  insurance 
association . companies  to 
take  over  the  operations  of 
Nissan  life  Insurance,  which 
collapsed  in  1997. 

The  life  insurance  associa- 
tion- has  been  seeking  a 
buyer  for  Aoba  and  is  expec- 
ted to  - make . a decision 
shortly  for  approval  at  its 
board  meeting  later  this 
montto  ‘ 


Cellcom  plans  IPO  !) 


Cellcom  Ltd,  the  Israeli 
cellular  phone,  operator.  - 
plan*  to  Issue  shares  in'  the 
US  in  the  first  quarter  of 
1999,  Reuters  reports  from 
Tel  Aviv. 

Cellcom  intends  to  float 
shares  on  Wall  Street  to  an 
initial  public  offering  that' 
would  value  the  entire  com- 
pany at  $&5bn,  the  Ha’aretz 
daily  newspaper  said.  It  did 
not  estimate. the  IPO  size.  -. 

The  offering  will  be  led  by 
Lehman  Brothers  and  Gold- 
man Sachs,  Ha’aretz  said.  . 

Officials,  at  Cellcom 


declined  to  comment  on  the 
report  Those  at  Discount 
Investment  Corp>  3 member 
of  the  Cellcom  consortium, 
could  not  be  reached. 
-Cellcom,  which  has  about 
lm  subscribers,  is  a consor- 
tium made-  up  of  BellSouth 
Corp.- the  Safra  banking  fam- 
ily of  Brazil,  and  Discount 
Investment  and  its  sister 
company  PEC  Israel  Eco- 
nomic Corp. 

. The  company  competes 
with  Pelepboue,  a joint  ven- 
ture between  Bezeq  Israel 
Telecom  and  Motorola  Israel. 
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Bank  Australia 

CoTTnorweEilhtoikofAusVefiaACN  123123124 
(suocessortolawto  toe  Slate  BankaWctoria) 

U.S.  $125,000,000 

10-Year  ExtencffljteFtoating  Rate  Capital  Notes 
Forthe  six  months  31st  December;  -1998  to  30th  June, 
1999  the  Notes  will  carry ^ an  interest  rate  of  5.40016% 
per  annum  with  ah  interest  amount  afULS.  $27L51  per 
u&  $10,000  Note.  The  relevant  interest  payment  date 
wffl  be  80th  Jane,  1999. 

listed  ou  toe  London  Stock  Batoange 


Bankers  Trust 
Company,  London  ’ 


Agent  Bank 
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The  FT  can  help  you  reach 
- additional  branes  readers  in 
France.  OorGnk  with  the  Bench 
MiciMiwwmlaBhn 
gives  you  antique  recraiEment 
advettisng  oppoiimiiy  to ; 
e*fHtah«<ui  the  FIN  Earapean 
raaderahip  and  to  fvttor  target 
the  Reich  business  world. 
For  infenaatioo  od  ises  and 
toner  details  phase  telephone: 

Tbfry  Hadeo-Guffa  oar - 
+441718734027 


A.LC.  Corporation 

(Incorporated  in  Japan) 


US$300,000,000 

Due  October  2, 2002 

NoUca  is  hereby  given  thatthe 
Rate  a Interest  fcr  the  Interest 
period  January  4. 1999  to 
April  0. 1999  has  Best  food  at 
622609%  end  that  the  Interest 
PWBbto  tn  ttw  relevant  Mma 
Payment  Date  April  6, 1BB9 
agalna  Coupon  Ne.6  wiB  bo 
U8S13.36  to  reaped  of 
US$1  £00  nomlrat  at  the  Notes 
and  wffl  be  US$133.56  in 
respect  of  USS10.000  nominal 
Of  the  Notes. 
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And  one  bank. 


ellcoin  plans 


IPO 


Now  we’re  working  together.  As  of  1 January  1999.  LG  Landesgirokasse,  SudwestLB  and  L-Bank  have  pooled  their  creativity, 
competence.and  capital  to  serve  customers  worldwide.  With  over  9.000  employees  and  a balance  sheet  total  of  DM  450  billion,  we  are 
Number  7 among  Germany’s  credit  institutes.  We  belong  together  and  we  belong  to  you.  Your  bank  in  Baden-Wurttemberg. 

For  further  information:  Landesbank  Baden-Wurttemberg.  Postfach  10  60  49,  D-70049  Stuttgart.  Internet  www.landesbank-bw.de. 
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ROLLER-COASTER  YEAR 


MARKETS 


THE  YEAR  IN  REVIEW 


Sentiment  shifts  to  low  inflation  and  low  growth 


By  Philip  Coggan, 
Markets  Editor 


It  was  a year  when  it  was 
pretty  hard  to  sustain  the 
belief  that  markets  are  per- 
fectly rational.  Volatility 
increased  sharply  and  inves- 
tors seemed  to  undergo  at 
least  two  ISO  degree  changes 
of  view  of  the  prospects  for 
economies  and  corporate 
profits. 

For  the  developed  markets 
at  least,  the  first  half  of  the 
year  might  be  dubbed  the 
“Goldilocks  phase"  and  was 
largely  a continuation  or  the 
bull  run  that  began  in  1995. 

The  US  and  European 
economies  were  “just  right", 
like  Goldilocks'  porridge, 
growing  fast  enough  to  gen- 
erate corporate  profits 
growth  but  not  so  fast  as  to 
prompt  inflation. 

The  bearish  implications 
of  the  Asian  crisis,  which 
bad  caused  sharp  fails  in 
equity’  prices  in  the  fourth 
quarter  of  1997.  were  largely 
forgotten,  indeed.  Asia's 
woes,  by  applying  a brake  to 
the  world  economy  at  a time 
when  it  might  have  over- 
heated, were  seen  as  posi- 
tively beneficial. 

During  this  period,  equity 
markets  in  the  US  and 
Europe  reached  new  all-time 
highs,  with  the  DAX  in 
Frankfurt  and  the  FTSE  100 
in  London  both  passing  6.000 
and  the  Dow  Jones  Indus- 
trial Average  reaching  tbe 
9.000  mark. 

Tbe  second  phase  of  the 
year  really  started  in  July 
when  Alan  Greenspan,  the 
chairman  of  the  US  Federal 
Reserve,  hinted  that  interest 


rates  might  need  to  rise  to 
head  off  inflationary  pres- 
sures. 

Shortly  afterwards,  the 
roof  fell  in  as  the  near- 
default  by  Russia,  talk  of 
President  Clinton's  impeach- 
ment and  the  near-collapse 
of  the  US  hedge  fund 


Long-Term  Capital  Manage- 
ment prompted  a massive 
flight  towards  safe  havens. 

Government  bonds  and 
equities  parted  company, 
with  the  yields  on  the  for- 
mer dropping  to  levels  not 
seen  for  a generation.  Mean- 
while, the  spread  paid  by 


corporates,  relative  to  gov- 
ernment debt,  increased 
sharply.  Analysts  started  to 
talk  of  a global  recession  in 
1999  and  of  a financial  col- 
lapse. 

Share  prices  fell  more  than 
20  per  cent  in  many  coun- 
tries, meeting  some  defini- 


Best ami  worst  performing  markets  in  1998 
K change' 


tions  of  a bear  market,  and 
some  bourses  lost  all  of  their 
first  half  gains. 

The  third  phase  of  the 
year  was  again  sparked  off 
by  the  Federal  Reserve  as  it 
moved  to  cut  rates  twice  in 
October,  to  head  oiT  the 
financial  crisis  and  potential 
economic  slowdown  that  had 
loomed  large  in  the  early 
autumn. 

Stock  markets  did  another 
rapid  about-face  and  Wall 
Street  was  able  to  reclaim 
the  all-time  highs  set  in  the 
summer. 

European  markets  recov- 
ered the  bulk  of  their  losses, 
but  remained  off  their  best. 


despite  a final  cut  in  conti- 
nental rates  to  3 per  cent  as 
the  11  single  currency  coun- 
tries prepared  for  the  intro- 
duction of  the  euro. 

Few  observers  were 
entirely  convinced  by  this 
recovery.  Bond  markets  con- 
tinued to  point  to  the  possi- 
bility of  global  recession  in 
1999  while  tbe  spread  of  cor- 
porate over  government 
bond  yields  indicated  con- 
tinuing investor  nervous- 
ness. 

In  retrospect,  the  markets 
spent  much  of  tbe  year  cop- 
ing with  the  Implications  of 
a shift  to  a low-inflation, 
low-growth  era.  That  shift 


may  imply  a different  basis 
of  valuation  between  equi- 
ties and  bonds,  with  the  hit- 
ter being  relatively  uprated 
now  that  inflation  is 
defeated  and  the  former 
downrated  because  of  the 
danger  of  a profit  squeeze. 

Company  managements 
seem  to  recognise  this  prob- 
lem as  well  - hence  the 
wave  of  mergers  that  punc- 
tuated the  year,  a trend 
which  slowed  only  during 
the  three  months  of  stock 
market  decline.  At  a time 
when  it  is  difficult  to  gener- 
ate volume  growth,  mergers 
offer  one  route  for  improving 
margins  - by  offering  an 
opportunity  to  cut  costs  as 
well  as  to  eliminate  a com- 
petitor. 

Those  mergers  will  have  to 
be  successful  in  enhancing 
profits  if  they  are  to  sustain 
tbe  global  stock  market 
advance  since,  by  the  end  of 
the  year,  they  were  mainly 
in  the  form  of  all-paper 
deals;  in  other  words,  they 
were  not  injecting  new  cash 
into  the  market. 

But  earning  superior 
returns  in  19®  owed  much 
to  investors*  ability  to  spot 
successful  companies  and 
the  countries  where  take- 
over activity  would  be 
most  active.  Finland,  where 
dollar- based  investors  more 
than  doubled  their  money, 
owed  much  of  its  success  to 
the  performance  of  Nokia, 
the  telecoms  group,  which 
claimed  that  it  became  the 
world's  leading  supplier  of 
mobile  phones.  Meanwhile. 
Belgium,  the  second  best 
performer  of  the  year,  was 
the  centre  of  much  corporate 


activity,  particularly  in  the 

financial  sector. 

The  final  phase  of  single 
currency  convergence 
which  prompted  substantial 
interest  rate  cuts  in  pretf. 
ously  high  rote  countries, 
fuelled  the  strong  rise  in 
Italy.  Spain  and  Ireland. . 

Meanwhile  Wall  str 
despite  a volatile  peril 
mance.  produced  a return  __ 
more  than  20  per  cent  for  tbe  • 
fourth  successive  year,  as 
amazing  bull  run. 

Among  the  FT/S&P  Work! 
Index  countries,  the  losers  of 
the  year,  as  in  1997,  were 
largely  in  the  emerging  mar- 
kets. A last-quarter  recovery 
in  Asia  (particularly  in  Thai- 
land,  which  surprisingly 
gained  nearly  22  per  cent) 
meant  that  tbe  big  declines 
were  concentrated  in  Latin 
America.  The  re-election  of 
President  Cardoso  and  an 
IMF  refinancing  package 
still  left  investors  fairly  anx- 
ious about  the  prospects  for 
Brazil  (down  4-1  per  cent) 
while  Mexico  fell  37  per  cent. 

Indonesia's  poor  show** 
was  entirety  due  to  a «-A 
rency  decline  - the  markj’ 
actually  finished  up  on  the 
year  in  rupiah  terms.  r 

The  problems  of  emerging 
market  economies  have 
caused  developed  bourses  to 
wobble  twice  in  recent  years 
- in  the  autumn  of  1997  and 
in  the  summer  last  year  r 
but  in  each  case,  they  have 
recovered.  Tbe  big  question 
for  1999  will  be  whether  Wall 
Street  and  Europe  face  their 
own  economic  slowdown.  If 
they  do.  that  might  be  a 
rather  more  difficult  hurdle 
for  share  prices  to  surmount. 
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EMERGING  MARKETS 

Investors  nurse  a global  hangover 


Best  and  worst  performing  emerging  markets  in  1998 
Mahanae* 


Ibn  tan  OK  31 1997  SDK  31  1999 


By  Michael  Peel 

investors  in  emerging 
markets  spent  1998  sobering 
up.  Heady  thoughts  of  rapid 
returns  were  displaced  by  a 
belated  realisation  that  the 
risks  more  often  than  not 
outweighed  the  potential 
rewards. 

Some  or  those  who  lost  out 
may  have  ended  1998  nurs- 
ing a sense  of  betrayal  as 
well  as  a headache.  A year 
that  started  promisingly  - 
with  a 6.7  per  cent  first- 
quarter  rise  in  the  IFC 
emerging  market  composite 
inveslable  index  - turned 
out  very  badly. 

For  emerging  market  fund 
managers  everywhere,  the 
trouble  began  with  the  fall  or 
Indonesian  President 
Suharto  in  May.  and  intensi- 
fied over  the  summer  after 
Russia's  default  on  repay- 
ments of  interest  on  its 
domestic  debt. 

“The  Russia  crisis  has 
caused  a major  contraction 
in  the  {emerging  market] 
asset  class.”  says  Timothy 
Love,  head  of  global  emerg- 
ing market  strategy  at 
Sociutu  Generate  European 
Emerging  Markets. 

Add  to  that  currency 
weaknesses,  depressed  com- 
modity prices  and  slowing 
economic  growth  worldwide, 
and  it  is  scarcely  surprising 
that  emerging  markets 
ended  the  year  in  a worse 
state  than  they  began  it. 

Despite  a fourth-quarter 
rally,  the  IFC  Composite- 
Index  fell  2-1  per  cent  in  1998 
and  underperformed  the  FT; 


S&P  World  Price  Index  by 
about  one-third  in  US  dollar 
terms. 

But  not  all  markets  caused 
grief.  The  best  IFC  index  per- 
former was  South  Korea, 
which  rose  92  per  cent  in 
dollar  terms  over  the  year, 
thanks  to  moves  to  reform 
the  economy  - although  the 
country’s  chaebol  industrial 
groups  still  have  a long  way 
to  go  to  restructure. 

Greece,  which  is  still 
ranked  by  the  IFC  as  an 
emerging  market,  even 
though  it  is  due  to  join  the 
European  Monetary  Union 
in  2001,  saw  the  second  larg- 
est gain  - up  83  per  cent  in 
dollar  terms  - thanks  to  a 
strong  rally  after  the  govern- 
ment spelt  out  its  intention 
to  join  the  euro-zone. 

The  worst  performer  was 
Russia  - hardly  surprising, 
given  its  economic  crisis  - 
where  the  market  fell  83  per 
cent.  Pakistan  was  the  sec- 
ond worst,  down  61  per  cent, 
as  it  grappled  to  put  in  place 
an  international  economic 
rescue  package. 

For  some,  events  last  year 
confirmed  that  emerging 
markets  are  a poor  invest- 
ment perse. 

A study  tor  the  Institute  of 
Chartered  Financial  Ana- 
lysts found  that  between 
1975  and  1995  any  combina- 
tion of  tbe  IFC  Composite 
index  and  the  S&P  500  index 
produced  lower  returns  than 
investing  the  same  amount 
or  money  in  the  US  market 
alone. 

Others  say  that  the  wari- 
ness towards  emerging  mar- 


kets. and  the  resultant  lack 
of  liquidity,  has  created 
unprecedented  opportunities 
to  make  easy  money. 

Even  when  investors  do 
return  in  numbers.  liquidity 
is  likely  to  be  lower  than  it 
was  a year  ago.  Analysts  say 
the  steep  decline  across 
emerging  bourses  has  put 
many  smaller  companies  out 
of  business,  increasing  tbe 
dominance  of  tbe  larger 
stocks. 

Investment  managers  are 
increasingly  emphasising 
the  importance  of  making 
decisions  on  the  basis  of 


stock  characteristics  as 
opposed  to  the  perceived 
strengths  and  weaknesses  of 
countries  and  regions. 

“Much  more  effort  is  going 
into  stock  selection."  says 
Christopher  Palmer,  a global 
emerging  markets  principal 
at  Gartmore.  the  fund  man- 
agement arm  of  National 
Westminster  Bank. 

This  is  not  to  say  that  a 
study  of  historic  earnings 
figures  is  necessarily  the 
best  way  to  evaluate  invest- 
ment potential. 

Events  in  1998  have  shown 
how  economic  factors  such 


as  currency  values  and  GDP 
levels  can  induce  stock  price 
variations  that  a profits- 
based  analysis  would  fail  to 
predict 

Fourth-quarter  Interna- 
tional Finance  Corporation 
figures  provide  a case  In 
point.  While  the  three  main 
geographical  regional  indi- 
ces were  all  higher  than  at 
the  end  of  September,  Asia 
climbed  449  per  cent  com- 
pared with  a mere  88  per 
cent  for  Latin  America. 

The  reason,  say  most 
observers,  is  that  economic 
prospects  in  Asia  are  far  bet- 
ter - countries  In  tbe  region 
are  generally  moving  out  of 
recession  and  enjoying 
strengthening  currencies. 

“Most  of  the  institutional 
investors  I talk  to  are  more 
positive  about  Asia  than 
about  other  emerging  mar- 
kets." says  Kenneth  King, 
managing  director  of  King 
Street  Advisors,  part  or  the 
State  Street  Globa]  Alliance. 

In  common  with  others, 
though.  Mr  King  says  insti- 
tutions are  likely  to  remain 
wary  of  emerging  markets 
for  a while.  Investors  who 
thought  their  fortunes  would 
improve  after  the  Asian  eco- 
nomic problems  of  late  1997 
have  been  proved  spectacu- 
larly wrong. 

The  lesson  of  1998  has 
been  that  domestic  and  rela- 
tively localised  crises,  such 
as  the  Russian  loan  default, 
can  send  all  emerging  mar- 
kets down  en  masse,  regard- 
less of  the  soundness  of  indi- 
vidual national  economies 
and  corporate  sectors. 


World  markets  at  a glance  in  1998 
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Technology  stocks  prove  ^ . 
to  be  the  star  performers? 


By  Jeffrey  Brawn 

Last  year's  share  price 
performance  charts  were 
dominated  by  technology 
stocks.  Eight  of  the  top  10 
shares  came  from  either  the 
telecommunications  or  infor- 
mation technology  related 
businesses. 

Tech  shares  also  walked 
off  with  the  first  five  places 
which,  as  a piece  of  sectoral 
overkill,  has  had  few  prece- 
dents. financials  and  engi- 
neers put  up  a modest  fight 
but,  by  and  large,  it  was  a 
case  of  tbe  rest  nowhere. 

The  outright  winner  in 
dollar  terms,  taking  the  con- 
stituents of  the  FTSE/S&P 
World  index  and  weeding 
out  market  values  of  less 
than  $3bn,  is  Italy's  Olivetti. 
The  group  has  been  trans- 
formed Into  an  aggressive 
telecoms  services  provider, 
capable  of  returning  to  prof- 
its for  1998  after  four  years 
of  loss-making.  The  fact  that 
German  telecoms  leader 
Marines  tnann  has  a id  per 
cent  stake  has  added  extra 
spice  to  the  shares. 

Colt  Telecom  of  the  UK 
exemplifies  heightened 
investor  perception.  The 
company  has  yet  to  make  a 
profit  or  pay  a dividend.  It  is 
growing  fast  and  ploughing 
returns  straight  back  into 
the  business. 

Sales  in'  1997  were  £Sim. 
Broker  targets  for  this  year 
suggest  £2 00m,  rising  to 
£700m  for  2000.  In  a sector 
riven  by  deals  and  changing 
in  shape  almost  daily,  the 
shares  have  also  been  sup- 
ported by  takeover  premium. 

Dell  Computer  and  Apple 
of  the  US  have  ridden  up  on 
the  internet-led  boom  for 
home  personal  computers 
where  sales  growth  in 
Europe  of  around  20  per  cent 
last  year  helped  soften  slow- 
ing US  volume. 

Dell's  is  essentially  a mar- 
keting success  story  with 
quality  products,  sold 
aggressively  “off  the  page" 
through  magazines.  Apple 
owes  more  to  a return  to 
niche  market  leadership  fol- 
lowing rejuvenated  manage- 
ment. 

Telecoms  equipment  group 
Nokia,  the  pride  of  corporate 
Finland  with  a leading 
global  share  in  the  mobile 
market,  managed  to  retain 
its  stock  market  status  in 
spite  of  a worrying  wobble  in 
December  following  a shock 
profits  warning  from  Swed- 
ish rival  Ericsson. 

EMC  is  the  leader  in  US 
data  storage  where  analysts 
point  excitedly  to  30  per  cent 
earnings  per  share  growth 
over  the  past  five  years  and 
talk  confidently  of  the  trend- 
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line  being  sustained  for  the 
forseeable  future.  Fin- 
meccanica breaks  tbe  techs 
mould,  weighing  at  sixth 
place  on  the  back  of  restruct- 
uring and  boosted  by  its 
involvement  with  the  Euro- 
fighter project.  The  com- 
pany, 62  per  cent  owned  by 
tbe  Italian  government,  is  in 
the  process  of  streamlining 
its  huge  debt.  Full  privatisa- 
tion is  widely  expected 
within  three  years. 

Given  that  Japan,  like 
most  of  Asia,  did  not  share 
in  last  year’s  equity  boom, 
NIDEC's  position  at  number 
seven  is  a tour  de  force.  Tbe 
group  has  a 70  per  cent 
share  of  the  global  markets 
for  small-scale  computer 
spindles  and  a number  of 
very  big  customers,  notably 
Intel  of  the  US. 

National  Bank  of  Greece 
still  carries  tbe  scars  of  its 
heritage,  but  is  being  rapidly 
remoulded  for  a role  in 
Greek  banking  when  Euro 
pean  monetary  union  mem- 
bership comes  round  in  2001. 
Even  so,  a big  part  of  last 
year's  share  price  momen- 
tum stemmed  from  Greek 
interest  rate  convergence. 

Creeping  in  ahead  of 
Dutch  insurer  Aegon  at 
number  io.  Lucent  Technolo- 
gies is  seen  as  one  of  the 
better  positioned  US  tele- 
coms producers  for  the  brave 
new  world  being  opened  up 
by  the  converging  voice  and 
data  equipment  market. 

Among  last  year's  back- 
markers.  tbe  most  visible 
theme  is  that  six  are  US 
companies.  Competitive 
pressures  blew  up  around 
Healthsouth.  a rehabilitation 
medicine  group.  Trading 
I 


strains  also  hit  personal  soft- 
ware leader,  Peoplesoft. 

Deere  has  had  to  struggle 
against  farm  belt  recession. 
With  agricultural  commodi- 
ties vying  with  livestock  to 
see  which  can  hit  fresh  lows, 
Deere's  farm  equipment 
business  has  faced  collaps- 
ing volumes.  Much  the  same 
trading  patterns  beset  Baker 
Hughes'  oil  equipment 
operations,  given  that  global 
oil  prices  fell  to  their  lowest 
level  for  more  than  a decade. 

Toys  R Us  was  hit  by  a 
lack  of  blockbuster 
products  and  a radical  cvfe# 
tomer  shift  in  the  US  away 
from  traditional  to  electronic 
toys.  Cendant,  a direct  mar- 
ket and  franchising  opera- 
tion. was  rocked  by  an 
accounting  scandal  and  dam- 
aging boardroom  battles. 

Hampered  by  regional  cur- 
rency weakness.  Latin  Amer- 
ica could  not  escape  the  hot* 
tom  end  of  the  charts.  The 
Mexican  peso  lost  some  18 
per  cent  against  the  dollar 
last  year  and  Cifra,  the  coun- 
try’s biggest  retailer,  faced 
intractable  integration  head- 
aches after  Unking  up  with 
US  giant  Wal-Mart  which 
took  a controlling  stake. 

Petrobras  had  to  grapple 
with  a softening  Brazilian 
real,  unexpected  government 
payments  which  dramatic- 
ally cut  third-quarter  earW.^ 
ings  and  the  slide  of  intem^Vff 
tional  oil  prices. 

China's  economic  difficul-  ; 

ties  are  represented  by  Citlc  . 

Pacific,  the  blueblood  among 
the  big  Hong  Kong-based 
investment  vehicles.  A 30 
per  cent  stake  in  Cathy 
Pacific  has  been  one  of  its 
many  problem  areas. 
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By  Edward  Luce, 

Capita)  Markets  Editor 

Conservative  investors 
reaped  dividends  last  year 
with  leading  western  govern- 
ment bonds  providing  by 
the  best  returns  in  the  global 
fixed- income  market. 

UK  gilts  led  the  pack, 
according  to  Salomon  Smith 
Barney’s  world  government 
bond  index,  providing  a 
return  of  over  20  per  in 
dollar  terms.  However,  the 
OK  was  followed  closely  by 
aD  11  euro-zone  currencies, 
yielded  returns  ranging  from 
28  per  cent  to  20  per  cent. 

The  US  Treasury  market 
also  performed  well,  yielding 
.fc&ost  10  per  cent.  But  for- 
jefen  investors  in  the  US 
Treasury  market  fared  less 
well  owing  to  the  dollar’s 
steep  depreciation  against 
the  D-Mark  and  the  Japanese 
yen  in  the  third  quarter.  It 
yielded  fust  over  2 per  cent 
in  D-Mark  terms  and  mimic 
1:33  per  cent  for  the  yea 
investor.  The  index  assure 
the  investor  is  imH<-<igiv4 
'.  In  contrast,  anyone  who 
invested  in  a basket  of 
emerging  market  sovereign 
bonds  at  the  start  of  the  year 
would  have  had  their  fingers 
burnt.  The  return  on 
J.  P.  Morgan's  emerging  mar- 
ket bond  index  was  in  excess 


Of  minus  10  per  cent.  The 
yoar  was  thus  characterised 
by  sharp  divergence  between 
the  performance  of  the 
developed  western  markets 
and  the  rest  It  was  driven 
by  several  factors. 

First,  European  govern- 
ment bond  yields  continued 
to  converge  towards  the 
yield  on  the  benchmark  10- 
year  German  bund.  This 
accelerated  after  bilateral 
currency  conversion  rates 
were  fixed  at  the  summit  of 
European  leaders  in  May. 

Some  believed  the  conver- 
gence rally  actually  overshot 
with  Italian  government 
yields  dipping  below  the  Ger- 
Juan  yield  at  one  point 
before  Christmas  (for  the 
first  time  in  history).  The 
investor  in  Italian  BTPs 
made  gains  last  year  of 
almost  20  pea*  cent  in  dollar 
terms  and  over  11  per  in 
D-Mark  terms.  This  followed 
equally  impressive  returns 
in  the  preceding  two  years. 

Second,  extreme  volatility 
in  global  financial  markets 
encouraged  investors  to  seek 
out  the  safest  havens  for 
their  money  and  this  meant 
either  cash  or  AAA-rated 
government  bonds. 

This  was  most  visible  in 
the  aftermath  of  Russia's 
decision  to  default  on  its 
rouble  debt  in  August  but 


was  also  accelerated  after 
the  near-bankruptcy  of  Long 
Term  Capital  Management 
in  late  September.  The  first 
and  most  obvious  ports  of 
cal]  were  the  30-year  US 
Treasury  and  the  10-year 
German  government  bond. 
Both  saw  yields  plumb  his- 
toric lows  in  late  September 
and  early  October.  Neverthe- 
less Other  markets,  inrlnriing' 
gilts,  also  benefited  from  the 
panic 

Third,  factors  unique  to 

various  markets,  notably  UK 
gilts  and  Japanese  govern- 
ment bonds,  helped  exagger- 
ate the  general  performance. 
In  Japan,  investors  bad 
nowhere  else  to  park  their 
money  short  of  taking  on  a 
foreign  currency  hedge  and 
investing  in  non-yen  assets. 

JGBs  yielded  over  13  per 
cent  in  dollar  terms  but  only 
2 per  cent  in  domestic  terms. 
Hus  was  because  much  of 
the  rally  in  the  10-year  JGB 
- which  had  fallen  at  one 
point  to  a historically  low 
yield  of  just  0.7  per  cent  - 
had  started  to  unravel  by  the 
end  tit  the  year. 

The  ministry  of  finance's 
announcement  that  it  would 
be  stepping  up  significantly 
its  issuance  calendar  over 
tbe  next  few  months  helped 
push  the  yield  back  up  to 
almost  2 per  cent  before 


Government  bonds  index  - 1998  gains 
pradHp  danse  in  US  Martems 
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Christmas  on  fears  of  over- 
supply. In  the  UK,  the 
spread  over  German  bunds 
narrowed  significantly, 
although  not  as  impressively 
as  eurozone  bonds. 

Investor  confidence  about 
the  UK's  prospects  for  Join- 
ing the  second  wave  of  Euro- 
pean monetary  union  in  the 
next  three  years  sustained 
strong  foreign  investor  Inter- 
est la  spite  of  sterlings  vola- 
tility. 

Last,  and  perhaps  most 
Importantly,  all  western 
economies  are  displaying 
strong  disinflationary  ten- 
dencies. Core  inflation  in  the 
euro-zone  has  fallen  below  1 


per  cent  while  inflation  in 
the  US  remains  stubbornly 
subdued  in  spite  of  strong 
monetary  growth.  This  has 
reduced  expectations  of 
long-term  inflation  and  thus 
had  a knock-on  effect  on 
long-term  interest  rates. 

Although  - Japan  apart  - 
there  are  no  dear  instances 
of  falling  consumer  price 
irwfirPLf  in  the  leading  econo- 
mies, the  possibility  of  defla- 
tion is  likely  to  become  a 
theme  soon.  And,  as  every 
investor  knows,  talk  of  defla- 
tion is  likely  to  mean  ever 
higher  bond  prices.  Tbe  rally 
in  western  government 
bonds  is  by  no  means  over. 


i^ussia  triggers  worst  year  for  debt  since  1995 


By  Khozent  Merchant 


Russia  defined  the  year  for 
emerging  market  debt.  It 
was  the  worst  12  months 
since  the  1935  Mexican  crisis 
and  the  year  ahead  could  be 
equally  treacherous. 

- Russia's  debt  default  in 
August  forced  a dramatic 
widening  of  yield  spreads  on 
emerging  market  debt. 
Investors  retreated  and 
emerging  market  debt  issu- 
ance ceased. 

- The  J.  P.  Morgan  emerging 


market  bond  index  fefl  14^ 
per  cent  on  the  year,  to  138.4. 
Polish  sovereign  bonds  were 
the  best  performers,  rising 
1L7  per  cent;  Russian  bonds 
slumped  &L9  per  cent 
Emerging  markets  spreads 
have  tightened  from  a high 
of  1,700  basis  points  over  US 
Treasuries  in  September  to 
about  1,141  at  the  year-end. 
This  was  the  result  of 
improved  sentiment  after 
interest  rates  cuts  in  the  US 
eased  fears  of  a credit  con- 
traction. 


Jerome  Booth  at  ANZ  fore- 
casts a tightening  to  600 
basis  points  over  US  trea- 
suries by  the  end  of  1999. 

Two  issues  caught  the  eye, 
both  in  November:  Argen- 
tina's $lbn  bond,  the  largest 
by  an  emerging  market  bor- 
rower since  August  and  a 
81  bn  debut  bond  by  Poland’s 
state-owned  Telecoms  opera- 
tor TP  SA,  the  largest  ever 
corporate  offering  from  a 
central  European  borrower. 

Three  factors  could  up6et 
the  rosier  outlook:  a sharp 


slowdown  In  Brazil  as  high 
interest  rates  and  fiscal  belt- 
tightening  begin  to  hurt; 
Russia  may  be  forced  to 
renege  on  external  sovereign 
debt  Including  its  post-1992 
eurobonds:  and  Japan's 
insipid  reforms  may  con- 
tinue to  hamper  recovery  in 
neighbouring  economies. 
Brazil’s  faltering  attempt  to 
enforce  its  $4l.5bn  IMF-de- 
signed rescue  package  poses 
the  most  imm«Iiate  danger 
to  the  global  economy. 

In  contrast  South  Korea 


has  implemented  its  IMF 
reforms.  It  tapped  tbe  capital 
markets  earlier  this  year 
with  a $3bn  issue.  Malaysia 
is  also  seen  as  a recovery 
story.  Last  year  it  spurned 
the  IMF  and  slapped  capital 
controls  in  an  effort  to  win 
currency  stability  while  it 
reformed  its  banking  sector. 

Poland,  insulated  from  the 
Russia  fall-out  presents  the 
best  prospect  in  eastern 
Europe  as  the  government 
prepares  the  ground  for  pos- 
sible Emu  entry. 
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EQUITIES  IN  1999 


Opinions  divided  over 
big  investment  issues 


By  Michael  Pee! 


It  is  telling  that  one  targe 
stockbroker  has  chosen  to 
illustrate  the  cover  of  its 
investment  outlook  with  tbe 
twin  masks  of  tragedy  and 
comedy. 

The  contrast  reflects  the 
divergence  tn  investor  opin- 
ions about  meet  of  tbe  big 
issues  that  will  determine 
tbe  direction  of  tbe  world's 
stock  markets  in  the  year 
ahead.  Market  observers  can 
only  agree  that  the  state  of 
the  US  economy  and  stock 
markets  wQI  be  hugely  influ- 
ential. 

Points  of  contention 
include  the  ability  to  sustain 
tbe  rally  in  US  and  Euro- 
pean markets  of  the  past  few 
months  and  the  conse- 
quences of  global  economic 
slowdown. 

Tbe  pessimists  are  typified 
fay  Dresdncr  Klein  wort  Ben- 
son, which  warns  investors 
that  an  “Ice  Age"  is  looming. 

This  school  argues  that 
equities  are  over-valued  and 
US  company  analysts  in  par- 
ticular have  become  far  too 
optimistic  in  their  profits 
forecasts,  making  substan- 
tial adjustments  inevitable. 

Most  macroeconomic  strat- 
egists also  think  consensus 
forecasts  for  continental 
European  earnings  growth 
are  too  high. 

They  say  predictions  of  a 
rise  of  about  14  per  cent  are 
not  realistic  in  the  context  of 
an  economic  slowdown  in 
euro-zone  countries. 

However,  a significant  pro- 
portion of  analysts  remain 
optimistic  about  the  outlook 
for  western  markets.  They 
argue  that  in  the  US  the 
economy  remains  buoyant 
while  in  Europe  the  effects 
of  the  growth  slow-down 
have  already  beat  priced  in. 

Some  bouses  say  equities 
still  offer  good  value  relative 
to  bonds.  T-phmaw  Brothers. 


for  instance,  says  that  in 
Europe  bonds  will  only 
prove  a better  bet  if  earning 
growth  is  more  than  30  per- 
centage points  below  ana- 
lysts' expectations. 

There  are  also  sharp  differ- 
ences of  opinion  about  the 
influence  of  two  unique 
issues  the  markets  will  face 
next  year  - tbe  birth  of  the 
euro  and  the  tbe  looming 
impart  of  the  year-2000  com- 
puter problem. 

The  euro's  effects  are  fore- 
cast to  be  mixed  for  equities, 
and  most  observers  arc 
unwilling  - or  unable  - to 
try  to  quantify  them. 

The  big  issue  is 
will  mega-caps 
continue  to 
drive  markets 
higher 


Many  think  monetary 
union  will  drive  prices  down- 
wards. putting  earnings 
under  pressure. 

On  the  positive  side,  the 
new  currency  might  stimu- 
late growth  via  changes  in 
capital  flows. 

Julian  Callow,  European 
economist  for  Klelnwort 
Benson  Securities,  says  the 
net  result  could  be  an 
increase  in  the  migration  of 
money  from  Asia  to  the 
euro-zone,  and  a reduction  In 
the  movement  of  capital 
from  the  euro-U  countries  to 
the  US. 

Analysts  are  equally 
uncertain  about  the  likely 
effects  of  the  millennium 
bug.  While  some  expect  it  to 
depress  market  values  as  its 
severity  becomes  apparent, 
others  argue  that  it  will 
have  an  appreciable  positive 
effect  on  economic  growth 


rates  next  year  - Klelnwort 
Benson's  “minimal''  forecast 
is  that  growth  in  the  cure- 
zone  wifl  be  lifled  02  per- 
centage points  as  companies 
build  up  inventories  as 
insurance  against  electronic 
chaos. 

Most  strategists,  though, 
are  cutting  back  their  equity 
holdings.  Goldman  Sachs, 
for  example  has  reduced  the 
proportion  of  equity  in  its 
portfolio  from  60  per  cent  to 
57  per  cent,  compared  with  a 
neutral  level  of  55  per  cent, 
and  increased  Us  holding  of 
bonds  from  30  to  33  per  cent. 

Thu  broker  still  expects 
earnings  growth  globally, 
although  it  thinks  return  on 
capital  will  fall  as  economies 
slow.  Profits  should  hold  up 
better  in  continental  Europe, 
the  US  than  in  the  UK. 
Japan  and  Asia. 

A big  Issue,  as  Goldman 
and  others  acknowledge,  is 
whether  the  performance  of 
the  very  biggest  companies 
- or  "mega-caps"  - will  con- 
tinue to  drive  stock  markets 
higher. 

In  November,  the  20  larg- 
est US  companies  were  rated 
at  a premium  of  49  per  cent 
to  the  rest  of  the  market, 
compared  with  ll  per  cent  in 
April:  in  Europe  the  figure 
rose  from  8 per  cent  to  34  per 
cent  over  the  same  period. 

While  most  strategists 
think  the  world's  bourses 
will  be  helped  by  mergers 
and  acquisition  activity.few 
argue  that  this  will  allow 
world  markets  to  break  free 
of  the  grip  of  a global  eco- 
nomic slowdown. 

For  most,  tbe  key  question 
is  how  long  the  Dow  Jones 
Industrial  Average  will 
remain  dose  to  all-time 
highs,  defying  the  gloomy 
macroeconomic  outlook. 
Investors  worldwide  will  be 
watching  carefully  for  signs 
of  laughter  or  tears  on  Wall 
Street. 


Y stocks  prove 
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Dollar  and  yen  in  turmoil 
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of  buying  and  seSng  rates  ettept  where  Bee  arc 


By  Alan  Beattie 


The  currency  markets  in 
199S,  in  the  words  of  one  cur- 
rency analyst,  “broke  the 
record  books”  for  volatility, 
uncertainty  and  turmoil  It 
was  a year  that  many,  par- 
ticularly those  battle-scarred 
veterans  of  the  gyrations 
between  the  dollar  and  the 
yen,  will  be  happy  to  forget 
The  calmest  area  of  the 
battlefield  was  in  continen- 
tal Europe.  Dire  predictions 
of  the  euro  project  crashing 
in  flames,  or  a last  nostalgic 
speculative  attack  on  the 
currencies  entering  mone- 
tary union  disrupting  the 
approach  to  tbe  new  year 

_i,  conversion  deadline,  proved 

Jt  Erroneous. 

I*  In  May.  despite  rumours  of 
revaluations,  tbe  central  par- 
ities of  all  participating  cur- 
rencies within  the  exchange 
rate  mechanism  (ERM)  were 
taken  as  the  conversion 
rates  for  monetary  union. 
Thereafter  even  when  the 
return  of  a social  democratic 
government  in  Germany 
brought  Oskar  Lafontaine, 
the  scourge  of  independent 
central  bankers,  on  to  the 
scene  as  finance  minister, 
the  euro-zone  currencies 
sailed  on  towards  union 
regardless. 

• Sterling  also  had  a rela- 
tively uneventful  year,  cer- 
tainly compared  with  the 
great  bull  runs  of  1996  and 
1997.  With  the  interest  rate 
Cycle  in  the  UK  topping  out 
around  the  middle  of  the 
year  and  talk  of  recession 
growing,  the  pound  drifted 
m from  over  DM3  against 
D-Mark  to  a more  sus- 

able  level  of  around 

DMIL80.  from  where  succes- 
sive interest  rate  cuts 
towards  tbe  end  of  tbe  year 


Yen  .\  4,  *;*  j;  v;-  . 4 

'AQakxt the doftar  (VparS}  - : 


“110 


seemed  unable  to  move  it 
~ The  real  excitement  was 
taking  place  between  those 
two  old  sparring  partners, 
tbe  dollar  and  the  yen.  As 
Guy  Whittaker,  tbe  global 
head  of  foreign  exchange  at 
Citibank,  said,  “the  early 
part  of  the  year  was  domi- 
nated by  continuing  and.  it 
seemed,  permanent,  yen 
weakness". 

The  yen  sank  to  nearly 
Y150  as  bad  news  about  the 
Japanese  economy  contin- 
ued to  weigh  oh  the  cur- 
rency. 

As  Japanese  interest  rates 
dropped  towards  zero  the 
dangerous  but  lucrative 
game  of  “yen-carry  trades"  - 
borrowing  low-interest  yen, 
changing  them  into  dollars 
and  then  benefiting  from  the 
higher  returns  on  dollar 
assets  — gained  popularity. 

Chief  among  the  partici- 
pants were  hedge  hinds.  It 
was  the  near  collapse  of  the 
Long-Term  Capital  Manage- 
ment (LTCM)  fUnd.  following 
the  devaluation  of  tbe  Rus- 
sian rouble,  which  eventu- 
ally triggered  what  Mr  Whit- 
taker called  the  “once- 
io-a-career”  movements  of 


early  October.  Growing-wor- 
ries that  LTCM  was  not  the 
only  fund  in  trouble  led  to  a 
sudden  dash  to  cover  th»«w 
yen  borrowings,  and  with 
almost  the  entire  foreign 
exchange  market  rushing 
out  of  the  dollar,  the  conse- 
quence was  inevitable.  The 
dollar  went  into  freetall, 
dropping  by  20  yen  in  two 
days  in  one  of  the  most 
remarkable  weeks  ever  on 
the  foreign  exchanges. 

After  that  battering,  trad- 
ing in  the  doflar-yen,  and  in 
fact  in  the  whole  currency 
market,  dried  np  substan- 
tially as  many  traders  closed 
their  hooks  early  ahead  of 
the  new  year.  As  tbe  mar- 
kets limped  through  the 
fourth  quarter,  the  main 
subject  of  conversation  was 
the  unprecedented  collapse 
in  trading  volumes. 

“I  have  never  seen  vol- 
umes this  weak  in  the  U 
years  I have  been  involved 
in  the  markets,"  said  Ravi 
Bulchandani  of  Morgan 
Stanley  Dean  Witter  in  Lon- 
don. “There  is  a complete 
lack  of  conviction  among 
traders." 

The  new  year  is  likely  to 
begin  as  the  old  one  ended, 
with  low  volume  in  tbe  cur- 
rency markets  and  few  trad- 
ers wanting  to  take  big  bets 
until  the  euro  has  bedded 
down.  But  once  liquidity 
returns,  the  market  can  start 
to  assess  tbe  new  currency 
and  view  the  likelihood  of  it 
supplanting  the  dollar, 
under  threat  as  a reserve 
currency  from  a huge  cur- 
rent account  deficit  and  con- 
tinued worries  about  Brazil. 

More  trading  volume  may 
also  see  a renewed  weaken- 
ing of  the  yen.  propped  up 
by  flows  in  thin  markets  at 
the  end  of  1996. 
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MARKETS  THIS  WEEK 


Njwyowc 

By  Richard  Tomkins 

The  start  of  the  fourth- 
quarter  results  season  is 
likely  to  dominate  stock 

market  sentiment.  Results 
due  on  Thursday  from 

Morgan  Stanley  and  Lehman 
Brothers  should  give  an 
Indication  of  how  the  other 
big  Wall  Street  brokerages 
have  fared  amid  recent 
^arket  volatility. 

'■Jr  Stocks  may  also  be 

influenced  by  the  prospect  of 
more  merger  mania  amid 
reports  Bell  Atlantic  is 
negotiating  a $45  bn  takeover 
Of  Airtoucb-  Thursday’s 
Employment  figures  for 
December  will  be  an 
important  indicator  of 
underlying  economic  trends. 
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By  PtdSp  Coggan 
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The  main  domestic  event  of 
the  week  will  be  the  meeting 
of  the  Bank  of  England's 
monetary  policy  committee. 

After  three  successive  cuts 
in  interest  rates,  the 
committee  may  be  tempted 
to  pause  for  breath. 

However,  economic  growth 
forecasts  for  1999  are  still 
being  revised  down  and  with 
recession  a realistic 
possibility,  UK  rates  of  &25 
per  cent,  twice  those  in  the 
eurozone,  still  look  high. 

Tim  committee  may  find 
same  clues  in  today's 
purchasing  managers' 
survey,  which  in  pest 
months  has  pointed  to  a 
weak  manufacturing  sector. 
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FRANKFURT 


By  Tony  Barber 


Benchmark  yield  ctm 
W • 


Investors  expect  a cautious 
start  to  the  year  as  the 
market  familiarises  itself 
with  trading  In  euros.  The 
blue-chip  Xetra  Dax  index 
dropped  almost  50  points  on 
the  lest  business  day  of  19% 
but  still  managed  to  finish 
the  year  at  5,006.57  points  - 
better  than  expected  during 
the  market  turbulence  of 
September  and  October. 

Telecommunication 
companies  and  hanks  are 
likely  to  attract  attention. 
Dresdner  Bank  is  being 
watched  for  signs  that  it 
may  emulate  Deutsche 
Bank,  and  become  involved 
In  merger  talks  with  a large 
foreign  institution. 
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TOKYO  Benchmark  yWd  curve 

«r 

By  Paul  Abrahans  

200—1802/96 

Tbe  Nikkei  225  index  150  — Morthugo 

dropped  more  than  9 per 
Cent  to  13B42  in  1998,  the  ,J» 

third  consecutive  year  in  qjso  . 

which  it  ended  lower  than  it  . 
began.  Prospects  for  1999  are  ' 0 5 ym  15  a 

not  bright,  not  least  because  •*?***» 

economic  fundamentals  awr/wti** 

SS'SESSa 

and  capital  spending  ‘WD' 

continues  to  falL  175 

Investors  will  be  watching  1&5 
the  currency  and  JGBs' 
carefully  this  week,  and  will  f 

be  looking  for  any  further  N-5 

political  developments  135  _ 

between  the  ruling  Liberal 
Democratic  Party  and  the  jJT 

Liberal  Party,  which  have 
been  negotiating  a coalition. 
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Euro  heads  the  bill 


POUND  SPOT  FORWARD  AGAINST  THE  POUND 
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Die  31 


By  Alan  Beattie 


There  Is  no  doubt  what  the 
defining  issue  of  the  nest 
week  in  the  foreign 
exchange  markets  will  be. 
Market  participants'  minds 
will  be  concentrated  on  the 
tentative  process  of  starting 
to  deal  in  the  euro. 

But  for  at  least  the  first 
week,  and  possibly  much 
longer,  the  main  uncertainty 
surrounding  trading  in  the 
new  currency  will  be  techni- 
cal rather  than  fundamental. 

The  apparently  smooth 

process  of  announcing  the 

conversion  rates  of  legacy 
currencies  into  the  euro  on 
31  December  may  not  be 
matcbed  by  banks'  ability  to 
convert  their  own  systems. 
And  the  market  will  be  alert 
for  the  first  signs  of  trades 
going  awry  or  settlement  not 
being  completed. 

Special  attention  will  be 
on  trading  in  London 
because  it  is  during  London 
trading  hours  that*  most 
euro-related  news  is  likely  to 
break. 

David  dementi,  the  Bank 


of  England's  deputy  gover- 
nor. warned  last  Friday  that 
this  week  could  see  failed 
trades  and  payments  sent  to 
the  wrong  banks. 

Only  when  it  becomes 
dear  that  trading,  especially 
in  the  interbank  market,  can 
be  conducted  without  risk  of 
a counterparty  failing  to 
complete  a deal  will  atten- 
tion turn  to  the  likely  nature 
or  the  new  currency. 

Almost  overlooked  amid 
the  attention  given  to  the 
euro,  the  Bank  of  England’s 
monetary  policy  committee 
(MPC)  meets  this  week  to 
consider  another  change  in 
UK  interest  rates. 

After  two  50  basis  point 
cuts  at  the  end  of  1998,  the 
markets  have  revised  down 
their  view  of  the  likely  path 

of  repo  rates  in  the  UK.  At 
the  moment  the  short  ster- 
ling curve  is  pricing  in  about 
another  75  basis  points  off 
rates  in  the  first  quarter.  But 
with  surveys  moderating 
their  gloom  about  prospects 
for  the  economy  the  MFC 
may  well  decide  to  sit  on 
their  hands  for  the  moment 
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FT  BODE  to  WORLD 

The  FT  Guide  to  World  Canrcftt  UUe 
can  Be  touid  on  die  Martuta  to  19B8 
pages  to  today's  addon. 


FINANCIAL  nSlES 

Die  FT  can  help  you  reach  additional  business 
readers  in  Franca.  Our  link  with  the  French 
business  newspaper,  Les  Echos,  gives  you  a 
unique  recruitment  advertising  opportunity  to 
capitalise  on  the  FTs  European  readership 
and  to  target  the  French  business  world. 

For  in  formation  on  rates  and  further  details 
please  telephone: 

Toby  Finden-Crefts  on  +44 171  873  3456 
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This  advertisement  is  issued  in  compliance  with  the  requirements  of  the  London  Stock  Exchange  Limited 
(the  “London  Stock  Exchange"),  it  does  not  constitute  an  offer  or  invitation  to  the  public  to  sell  or  subscribe  for 
or  to  purchase  any  securities. 

Application  has  been  made  to  the  London  Stock  Exchange  for  3,797,071,800  ordinary  shares  of  US$0  JO  each 
(“New  Ordinary  Shares”)  of  BP  Amoco  p.I.c.  issued  in  connection  with  the  Merger  with  Amoco  Corporation  to 
be  admitted  to  the  Official  List  and  for  5,885,938,223  New  Ordinary  Shares  arising  bom  the  Redenomination  of 
the  ordinary  share  capital  to  be  admitted  to  the  Official  List.  Listing  became  effective  on 
3 1 December  1 998  and  it  is  expected  that  dealings  in  the  New  Ordinary  Shares  on  the  London  Stock  Exchange 
will  commence  on  4 January  1999.  Unless  otherwise  defined,  terms  used  herein  bear  die  same  meaning  as  in  the 
Listing  Particulars  referred  to  below. 

BP  Amoco  p.l.c. 

uncorporaicd  in  England  and  Wales  with  registered  number  1024981 

Listing  on  the  London  Stock  Exchange  of 
3,797,07 1 ,800  ordinaiy  shares  of  US$0  JO  each  of  BP  Amoco  p.l.c. 
issued  in  connection  with  the  Merger  of  The  British  Petroleum  Company  p.l.c. 

and  Amoco  Corporation 

and 

5,885,938,223  ordinary  shares  of  US$0.50  each  of  BP  Amoco  p.l.c.  arising  from  the 
Redenomination  of  the  ordinary  share  capital  of  BP  Amoco  p.l.c. 

Sponsored  by 

J.P.  Morgan 

Brokers  to  the  listing 

Cazenove  & Co. 

Authorised  and  issued  share  capital  following  the  Merger  and  the  Redenomination 


Authorised 


Issued  and  fiilly  paid 


New  Ordinary  Shares 


Number 

12.000.000.000 


Nominal  value 

$6,000,000,000 


Number 

9,683.010.023 


Nominal  value 
$4, 841^05.012 


Listing  Particulars  for  the  New  Ordinary  Shares  to  be  issued  pursuant  to  the  Merger  dated 
30  October  1998  have  been  published  in  the  United  Kingdom,  as  required  by  the  Listing  Rules. 
Copies  may  be  obtained  during  normal  business  hours  on  any  weekday  (Saturdays,  Sundays 
and  public  holidays  excepted)  from  the  date  of  this  notice  up  to  and  including  13  January  1999 
from  BP  Amoco  p.l.c.,  Britannic  House,  1 Finsbury  Circus,  London  EC2M  7BA  and  the 
following: 


Cazenove  & Co. 

12  Tokenhouse  Yard 
London  EC2R  7AN 


Merrill  Lynch  International 
20  Farringdon  Road 
London  EC1M  3NH 


4 January  1999 


J.P.  Morgan  Securities  Ltd. 
60  Victoria  Embankment 
London  EC4Y0JP 
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CROSS  RATES  AND  DERIVATIVES 
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BANK  OF  QIGLAND  TREASURY  BILL  TENDER 
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DunoanLawiia  625 


Exeter  Trial  Lilted  725 
RnemlalK  Gen  Bank  830 
•Rotwd  Rwntofl  a Oo625 
HeH>  Bank  AG  ZUrtch  629 
Hartafato&GentaHk.625 
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Whteaeeay  LekRaw  625 
YorfcahUtoBank  625 

• Members  of  London 
Investment  Banktag 
Aaaodarion 


sm® 

Price 

Jan 

- CALLS  

Frfr  Mar 

Jan 

— PUTS 
Feb 

— 

MM 

1980 

123 

1.99 

151 

1.28 

X28 

X85 

1970 

093 

197 

X06 

198 

291 

142 

1980 

096 

124 

1.66 

- 

• 

* 

PrataiM  riern  ML.  Cato  0 An  » 

. pm.  myi  iron  M_  Cato  Ml  rito  29ir 

■ PMJUKLPHIA  SE  D-MAfO/S  OPTIONS  DM62.500  (S  per  DM) 

fYfce 

Jan 

Feb 

. Mar 

Jon 

"raf 

Mar 

(L5B5 

0.78 

1.17 

145 

0.31 

0.51 

0.02 

0900 

090 

(LBS 

1.17 

051 

0.S3 

191 

0905 

029 

0.66 

094 

0.73 

-1.11 

157 

Piston  «oL  CPto  8 Ato  0 

hn  dap*  opn  •*.  QB  738  hua  UP 

BENCHMARK  GOVERNMENT  BONDS 

fled 

BU 

BU 

Day  eft 

Mfk  dig 

Month 

Trier 

Dm  31 

Date 

Con prei 

PMe  TWO 

ti*U 

yM 

chfl  te 

shot tei 

MMl 

own 

8.750 

1079425 

484 

-904 

♦004 

+008 

-1-535 

06AM 

8.750 

128.1565 

502 

-092 

♦093 

-092 

-250 

Aucbta 

07*0 

5075 

mean 

328 

- 

-003 

-913 

-952 

01108 

5000 

1072200 

493 

- 

-095 

-an 

-178 

ntetaa 

01/00 

*000 

1009000 

110 

-OOS 

-099 

-918 

-916 

03AM 

5.750 

11X8300 

*05 

- 

-098 

-9M 

-192 

Cxnadn 

12100 

SHOO 

1005200 

471 

-001 

-a  17 

_ 

♦970 

06108 

&000 

100200 

499 

-001 

-0.1B 

-992 

-151 

DMmaifc 

11/00 

B 000 

109.0800 

382 

-091 

. 

-910 

-918 

11/07 

7.000 

1201500 

*22 

- 

-004 

-910 

-251 

Rotoeri 

064X1 

*000 

101.1000 

310 

+0.45 

+947 

+03* 

-968 

MW 

8900 

I15.17DD 

491 

- 

-096 

-915 

-a« 

FrMee 

07JD0 

*000 

101.1800 

317 

+091 

-001 

-916 

-030 

IMS 

7.750 

12*0200 

157 

- 

-fl.05 

-Oil 

-191 

10418 

8.500 

136.0900 

3.88 

-091 

-906 

-911 

-158 

04/29 

5500 

111  9800 

*76 

♦091 

-094 

-910 

-XB5 

6taMoy 

08/00 

*000 

1012400 

309 

-006 

-911 

-021 

-037 

1QRS5 

6900 

110.4400 

371 

_ 

-90* 

-912 

-1.70 

074)8 

4750 

106.8400 

397 

- 

-905 

-90B 

-191 

01/28 

8925 

111.6700 

*87 

+008 

+091 

- 

-190 

(keece 

034)0 

B900 

905400 

10.15 

-098 

-907 

-034 

-458 

D9AB 

8900 

111.2200 

593 

♦093 

- 

-a  83 

-3JB 

Mate 

TOPI 

6900 

HXL5000 

328 

-001 

-091 

-023 

-X73 

0810B 

6.000 

1159500 

492 

- 

-09* 

-915 

-X87 

Kte 

04/01 

*500 

1029400 

327 

- 

+0.10 

-916 

-197 

07/03 

4900 

10*4000 

144 

- 

+902 

-920 

-123 

054)8 

5400 

1079000 

398 

_ 

+OD3 

-915 

-358 

11/27 

8900 

12*5500 

489 

- 

-am 

-915 

-318 

JteM 

124X) 

8900 

tll.7500 

001 

-091 

+094 

+9*3 

♦092 

12/03 

4.100 

1122840 

152 

- 

♦913 

+972 

-C.44 

064)8 

1900 

Rftrareq 

290 

- 

+911 

+086 

-958 

03/18 

1700 

039230 

177 

- 

+917 

+097 

-982 

NeBMrtteto 

054)0 

9000 

1075300 

120 

-091 

-092 

-914 

-918 

07/08 

8250 

110.1300 

185 

- 

-095 

-an 

-172 

heZtete 

B24H 

8400 

1055094 

6.16 

-097 

-910 

+918 

-197 

07/09 

7900 

11X1222 

597 

-094 

-096 

-093 

-1.76 

ftorhay 

OSfln 

7400 

10X5575 

5,76 

-ZOO 

-202 

-022 

+1-25 

01417 

6250 

100.0000 

524 

- 

-906 

+094 

-090 

Pertteri 

03410 

5975 

10X5800 

115 

+093 

-ft  cm 

-933 

-X68 

084)6 

5975 

110.1000 

*06 

-091 

-0.10 

-4L20 

-X78 

S(tee 

(MAX) 

6250 

10*4700 

108 

-092 

- 

-022 

-258 

01/08 

8900 

115.1000 

396 

-091 

-098 

-923 

-293 

Swprtan 

064)0 

10250 

1005108 

353 

-091 

-095 

-911 

-an 

05/08 

8500 

1179480 

4.15 

- 

-099 

-914 

-258 

Sotaedand 

00/00 

4500 

TO* 2300 

1.47 

-091 

-998 

-903 

-955 

01  AM 

4250 

1152000 

X38 

- 

-095 

- 

-1.48 

UK 

11/01 

7900 

1009300 

*70 

-001 

-097 

-050 

-196 

12/03 

8500 

1095100 

493 

-am 

-097 

-054 

-394 

104)8 

9900 

1369324 

49B 

- 

-098 

-928 

-116 

12/28 

0900 

1202420 

498 

-091 

-096 

-an 

-355 

US 

0»D0 

*500 

909128 

491 

_ 

-917 

♦913 

-156 

064)3 

5250 

1025000 

494 

+091 

-917 

♦916 

-157 

0GA» 

5.825 

1089975 

*73 

- 

-021 

+902 

-150 

08/28 

5500 

10*9125 

5.18 

- 

-913 

♦906 

-1.46 

ytottTl^nl  on 
cenf  SPiHde  by 


3amro  Hurotre  DriWT  Mgmaaon 
i ten  tar  hi f «dude  MMUag  tax  el  iis  as 


UK  GILTS  PRICES 


«Th%  DM 
Plfcpf  *t-  Da 


tmu  Lan  Oh 

(be  to  tot 


WTt%  Aired 
Pits!  W-  Sm 


Ware  ite  Or 
due  a)  fca 


steW(iiMi«tonNite4 

Trme9imc1999- IQOIW 

Tran  Fig  Ada  1989 1000385 

Eadi  12>epe  1699 101^944 

Tnu  1010(1999 1013913 

Two  Gpc  1988 1003793 

Caw  10\»pc  1998 1042712 


Vk%  Ann 
Prime  w-  an 


UD  Of 
ri  toe 


-.1  1300  jyl5JMS  67  1347 

— WMJeGeOa  612  «45 
-.1  3JD50SCBU2B  172  1264 
-.1  12S2  W1S  riflS  10.11  1288 

— 6350  FalOAMO  33  3635 
-.1  1.7BB  llj22IW212.il  1242 


Dam  Sijpc  3000 i 

Caw  Ope  2000 

Tina  rape  2000 

Heap Ope 3000 

Tran  Big  FUa  2001 

Traajicocaxn 

Caw  f 

Cw  94k  2001 i 

Trass  7pc  2001. 


TrwsSWpcajC. 

EKh  9K3XE i 

cm  9^x2003 i 

1flW8BcZ00S 

Tin  lde  3X0 

Iron  13\«  2000-3  -i 


RntantamVtes 

lnM  6 <2002003 

HW411HW2001-4- 

HWI10PC2004 $ 

fbritogsi^t  1900-4. 

C»  9*21*2004 

lnaB40c2OU 

• ‘top'aaekMlKQfe 

Utqtate  $ 


1033089 

1042589 

1113005 

1166387 

1003087 

110.1278 

1104546 

1113506 

10S33S7 

1003200 

1151B4 

1076154 

1152774 

1182564 

1150754 

1192004 

114.1342 

1223378 

1123656 


— 109  JvSto  Ja2S 

— 5.358  8b3IM 
-.1  1171  M4J|14 

— 9300  Jd7Ds7 

— 330000cMOr 

— 4.406  AOEW28 

— 3 JaltJylZ 

— 35  fialOtolO 

0.1 12J50  Vy6Ni6 
-1  IDS  JyZ2  JMZ3 

01  71  OtllApIl 

61  9300  UH7JB7 
0.1  2 0114214 

0.1  5577  Ft27AC7 
ai  83  Hyl9Hrl9 

0.1  11  H(May7 

02  8.600  JtlODelO 
02  2583  ttiSd 
-1  S3  JaS  J)25 


27.7  - 

MX  12*4 
17  1299 
sail  4948 
5.10 

172  1280 
67  - 

13  - 

2810  3031 
137  - 

5.1U  - 

3811  - 

3.12  - 
2*8  1349 
ian 

2910  - 

1.12  2U10 
13  1261 

217  - 


QW  9ippe2005 

Bari  10tac  2005 f 

Trias  I2ipj*  2003-5  _ 

Tim  8*»e  2005 

CW9M:2D08 4 

Teaas  7 Id*  2008 

Turn  8pc  2002-6 

Tr&»  7*21)0  2006  

Iriapillox;  2003-7  jjfi 

Tim  aipae  2007  

inns  71^2007 

Trias  134»c  2004-8.  i 

timteiaia 

Trisa  ope  2009 

Trias  Mmc  2009 

Trios  W.JX  2010 

Dow  to*  La  2011 

Trio  4*2012 

Tim  5*2002006-12^ 

Tins  ape  2013 

Tim  710*3112-15  _ 

OwFStaaaTttn 

m Bse  2015 

Trias  «\k  2017 

etoUZac  2013-17 
Timapcagi 


127.1S2 
13*2972 
134  8789 
124.1015 
154  8135 
1213288 
1113*47 
1261408 
125.7864 
1282835 
121.0180 
1419489 
1388325 
1313998 
1110210 
1160613 
1432683 
1435637 
1105438 
1375189 
131 5826 


02  4.842  0clS  AJH8 
112  23 1*205*20 

0.1  2JZOOM)21  Hv2l 
0310373  Js7D»7 
82  8Hjl5»n5 
02  IHS*a 

01  0050  AgS0c5 
0411.700  Ja7De7 
0.1  3.150  JfZJfiZ 
04  7J97  Jslbjjie 
O41UJ00  Je70a7 

02  95  Se2BII26 

04  5621  Ap13Qel3 

05  2A50  Mr2S9l2S 
OS  2500  M7D«7 
OS  * 750  Hr2S  9*25 

04  0273  Jyi2412 

05  5260  MM 
05  UXBMrlOSalO 
05  4.TOIM3M7 
a4  80aj(2642B 


8.10  1347 
1*S 

12.11  1295 
3011  4946 
an  - 

19  2300 
2*9  1334 
D.I1  1148 
>37  1293 
107  1339 

30.11  2604 

£19  - 

2.10  1343 
169  1336 

3011  - 

18.11  4632 

3.7  12(5 

28.7  1701 
15  1330 
115  2229 
2)7  1332 


Indo-UaM  n 

2*PP6'B9 f 

2*weW (TS4 

2*21*10 (784 

4%*W 030% 

2pefl8 JOELS) 

0051 

i1**  n n*« 

Z*a(e  ■» 18021 

pi.® 

2*W2a Bin 

2«8*-34 077) 

4>m '30—413011 


1875042 
2000222 
2075183 
133.9050 
2317120 
7*11705 
mit» 
191  8009 
7116782 
2106157 
1013867 
1805405 


_ 2Mr2ZM22 

2.150  M24S824 

01  2700M|i20IM) 

01  1500  Ml  0c21 
07  2500  JrolB  Jy19 

02  2£25H0Dlfc2O 
02  iioo  naaiwa 

02  3.750  FH6Aaia 

02  *125  Ja2SJy7B 

03  35d0Ap160cl6 
03  4500  Ja17Jy17 
03  1550  .H6422 


1111  - 
155  1318 
11.11  017 
18.10  1255 
107  1314 
1111  1318 
178  13to 
105  1320 
3)7  1321 
710  1322 
107  1323 
137  1134 


I Rguraa  to  pern 


. . _ 1 show  RPI  beae  tor  todatong, 

moniM  w w taaufl)  and  have  boon  adhatad  to  r 
f*J  to  100  In  February  19B7.  Cameroon  | 
3.946,  rh  hjr  And  1896: 162.8  ana  tar  Nonmbor  igga  i 


IrinGpcaSB. 


1095235  02  5.446  JS7DB7  3111  - 

11M636  152D5BI9SHB  148  1290  rLlfrSfr 

125.6958  0.1  23lh18Hy18  Oil  _ OmSIjOS WAX 

985587  0.1  513  Jel4jyi4  17  1Z74  'D»3K,eBA8 

125.4429  02  1*12*50025  1810  1248  CutoQk2*ax: 

112530  08  B5nity26IW617.il  35(1  1ria*2*tfC 

i tel to  Ptererite*.  ■ pppferokn.  e mui  Ml  4 ExiMtaxl 


I4U109  0513787  Jn7D»7  30.11 
1535940  05  7550  F82SAa2S  175 
1806783  U S7Ja12D(l2  112 
151.1096  0616500  Ja7Dp7  1L1I 
1212423  07  5.000  D«7Js7  *1! 

B40100  0 7 369  rill  RI  2*7 

777366  1J)  1.9®  JeUril  \j.n 

847368  05  IIS  ripl  0c1  ZL3 

tonoo  14  56  rifiOcS  24S 

a7300ri  15  ZTSSJUalyOc  2212 
537838  05  475  ApiOel  200 

Ctaring  teHMcas  m date  to  poutag  t* 


1982 


Other  Fixed  Interest 

Nntas 


“ AJW  Owl  Wipe  7009.. 
" fftai11isj*3D>a 

LmB  13*JPC  20C6 

1239  UW800l31^ctaid.__ 

1352  UXSpeTONL 

1243  Mnttwwi  1*3*2007 

1324  lfct»r.3pc,B' 

1238  wmu*vatKm.. 
131S  4*«bcL2Q24 


, m%  And  Nmt 
Mat  ♦/-  £m  Dae 

Last  ON 

1394  0.4 

1UM24Sa24 

3®  -J 

1584,  — 

45tayi5HilSllin  WO 

147  -12 

40  Apt  Oct 

1*8  31# 

6*ri 

5 lAnJyOtn 

7.12  - 

59  

2*1lftJa5eDri  111  - 

140  -XI 

6A0J50t23  255  3273 

03  0/ 

» Hit  541 

39  981 

IBM*  -- 

60  JOO  J0Q  !9. 15  - 

ITBfl 

50A023  W3 

u - 

oik  (rite  to 


USE 15 

r 

In. 

• „ 'i 

4 ■.'» 

• L.  i 

' 

— 

it.’ 

■ r . 

- 

• SoW-^ 

■FRYl 

r .. 

1( 

-V 

—i*  • 

•.  a S 

»■'  - 

... 

»■ 

... . 

• -i 

- 

■ hr 

■ 

p - I*r 

: i •> 

E_  I . - 

t 

t •-  ' * 

■. 

..  ... 

1 -fT. 

: i*r- 

S *'>  j 

• i: 

? ' 

■ 

* 

■-CC 

‘—A 

* n-.  • x 

financial  times  Monday  January  a 1999 


31 


EURO  PRICES 


New  European  Statistics 


CURRENCIES  & MONEY 


Changes  to  bond  and  currency  coverage 
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BJBpPEAN  overview 

Today’s  FT  brings  several 
changes  to  the  content  of  the 
Euro  Prices  page  which 
reflect  the  creation  of  the 
euro  cm  January  1 and  the 
start  of  trading  in  the  new 
currency  today,  writes  Mar- 
tin Dickson,  Financial  Edi- 
tor. 

The  FT  Synthetic  Euro 
table  has  been  dropped,  it  is 
replaced  today  by  a table 
giving  values  for  the  euro 
against  more  than  30  of  the 
world’s  currencies,  as  well 
as.  the  locked-in  conversion 
rates  relative  to  the  euro  of 
the  11  countries  which  have 
^ joined  European  economic 

/ FTSEEbJo&lOO 

brie*  - 


and  monetary  union. 

Official  trading  in  the  euro 
was  not  beginning  until 
today,  so  how  were  the  rates 
in  the  table  established? 
They  were  calculated  on 
Thursday,  alter  the  ED  had 
announced  the  locked-in 
rates  for  Emu  members. 
International  money  mar- 
kets continued  to  trade  for 
some  hours  in  the  run-up  to 
the  January  l holiday  and 
the  official  birth  of  the  euro. 

11118  allowed  rates  to  be 
established  for  the  euro 
against  the  US  dollar, 
looking  at  advance  quota- 
tions for  the  euro  itself  and 
rates  far  Its  forerunner,  the 
ecu,  which  converted  cm  Jan- 


uary 1 into  the  euro  on  a 
one-for-one  hasis. 

Dollar  cross-rates  with 
other  currencies  were  then 
used  to  establish  rates  for 
the  euro  against  third  party 
currencies. 

From  tomorrow's  FT.  fol- 
lowing the  start  of  trading, 
we  will  be  publishing  a full 
table  showing  the  spot 
(immediate  delivery)  and  for- 
ward (settlement  at  a future 
date)  values  of  the  euro 
against  some  30  currencies. 

The  FT  Synthetic  Euro  has 
disappeared  because  the 
birth  of  the  new  currency 
means  it  is  no  longer  needed. 
It  was  introduced  last  May, 
along  with  the  other  features 


of  the  Euro  Prices  page, 
when  the  initial  members  of 
Emu  were  announced. 

ft  was  designed  to  he  a 
very  broad  prosy  for  the  new 
currency,  giving  a general 
indication  of  the  enro’s 
likely  trading  performance  if 
it  had  already  existed. 

We  have  also  dropped  the 
Euro-zone  Currency  Conver- 
gence table,  which  was 
designed  to  show  the  grad- 
ual convergence  of 
short-term  interest  rates 
among  Emu  members,  and  a 
table  of  Government  Bond 
Spreads,  which  showed  the 
same  process  across  the 
fixed  income  yield  curve. 

A new  table,  Euro-Zone 
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Bonds,  replaces  the  Euro- 
zone Corporate  Bonds  and 
Eurozone  Credit  Spreads 
tables.  It  is  designed  to  ftiffil 
both  their  functions,  by  giv- 
ing a list  of  benchmark  euro- 
denominated  bonds  in  a vari- 
ety of  credit  categories  and 
across  a range  of  credit 
grades. 

The  categories  are  utili- 
ties. financials,  industrials, 
high  yield,  sovereigns, 
supranationals  and  German 
pfandbriefe. 

Pfandbriefe,  which  form 
one  of  the  largest  single  mar- 
kets in  the  euro-zone,  are 
bonds  with  very  high  credit 
ratings  issued  by  mortgage 
and  public  sector  hanks  and 
backed  by  mortgage  loans  or 
loans  to  the  public  sector. 

Share  price  far  FTSE  Euro- 
top 300  index  companies, 
quoted  on  this  page  today 
for  the  last  time  in  ecu,  dif- 
fer slightly  fTOm  tbe  new 
prices  quoted  in  euros  on  tbe 
World  Stock  Markets  page. 
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Rockwell  Automation  ensures  you  can  v/atch 
blockbusting  films  on  I MAX  panoramic 
screens  in  comfort  by  regulating  ventilation 
and  temperature. 
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FT  GUIDE  TO  THE  WEEK 


MONDAY  4 


Euro  currency  debut 


Today  is  the  first  working  day  for 
Europe's  euro  currency,  including 
closure  of  first  price  quotes  in  euro  at 
the  Brussels  Bourse,  with  Jaques 
San  ter,  president  of  the  European 

Commission,  and  the  Belgian  prime 
minister  Jean- Luc  Dehaene  attendng. 
Euro  coins  and  notes  will  not  appear 
on  Europe’s  streets  until  2002  but 
production  is  already  under  way. 


Japanese  delegation  to  US 

Taichi  Sakaiya,  director-general  of  the 
Japanese  Economic  Planning  Agency, 
visits  Washington  where  he  wiB  meet 
officials  to  discuss  regional  economic 
difficulties.  He  wiP  be  accompanied  by 
Yukihiko  Ikeda,  chairman  of  the  Uxsal 
Democratic  party’s  policy  reseseh 
council. 


Soccer  chairman  decision 


Britain's  Football  Association  is  to  hoW 
a special  council  meeting  to  discuss 
the  future  of  Keith  Wiseman,  fts 
chairman.  The  council  has  already 
passed  a vote  of  no  confidence  in 
Wiseman  following  allegations  that  die 
FA  lent  £3 .2m  to  the  Football 
Association  of  Wales  in  return  for 
voting  Wiseman  on  to  the  board  of 
Frfa,  football’s  international  ruling  body. 
FA  chief  executive  Graham  Kefly  has 
resigned  and  the  meeting  is  also 
expected  to  instafl  his  replacement. 


Liberia.  Macedonia,  MoWow, 
Russia.  Syria.  Ukraine. 


FRIDAY  8 


UK  boat  show  begins 

London's  International  Boat  Show  ■ 
opens  to  the  public  at  Earfs  Court  fo 
January  17).  The  show,  with  motoJUi 
600  exhibitors,  is  expected  to  attract ' 
180,000  visitors.  - - 


D’Alema  visits  the  Vatican 

Massimo  D'Alema.  Italy's  first  prime 
minister  to  have  been  a Communist 
makes  an  official  visit  to  Pope  John 
Paul  II  and  tire  Vatican. 


.1 


Havana  marks  anniversary 

Cuba  celeb  rales  the  40th  anniversary 
of  Fidel  Castro's  entry  into  Havana 
after  the  revolution. 


Seoul  searching  | 

South  Korea's  parliamentary  hearings 
to  establish  the  causes  of  the  country's 
economic  crisis  are  scheduled  to  begin 
today. 


Holidays 

Bosnia,  Moldova. 


SATURDAY  9 


Japanese  PM’s  new  year 

Keizo  Obuchl,  the  Japanese  prime 
minister,  and  members  of  his  cabinet 
are  to  mark  the  new  year  with  a visa  to 
the  Ise  Jingu  Shinto  shrine  in  the  fifie 
prefecture.  A cabinet  reshuffle  and  the 
formation  of  a new  government  are 
expected  tomorrow.  The  reshuffle 
follows  the  launch  of  a Liberal 
Democratic  party-Uberal  party 
coalition.  Liberal  party 
secretary-general  Takeshi  Noda  is 
expected  to  be  among  those  joirsng 
the  1 8-member  cabinet 


The  fate  of  US  president  B3  CPnton  wffi  be  kr  the  hands  of  the  Senate  when  it  resits  on  Tuesday.  He  may  face  trial  in  connection  with  the  Monica  Lewinsky  affair 
territory.  Discussions  are  expected  to  I financing  of  social  programmes  by  the  I policy  (to  January  8).  I The  meeting  at  S 


territory.  Discussions  are  expected  to 
cover  progress  of  the  Wye  River 
Agreement  between  Israel  and  the 
Palestinians,  the  opening  of 
international  airport  and 
regional  aid. 


financing  of  social  programmes  by  the 
sale  of  state-owned  industries  to  the 
private  sector. 


Europe  and  peace  process 

The  European  Parliament  Foreign 
Affairs  Committee  will  meet  the 
European  Union  special  envoy  for  the 
Middle  East  peace  process  Miguel 
Moratinos. 


Iraq’s  Army  Day 

Iraq  commemorates  Army  Day, 
marking  the  founding  of  the  country's 
armed  forces  in  1921. 


Holidays 

Austria,  Cyprus.  Finland,  Germany, 
Greece,  Hungary,  Italy,  Slovakia, 
Spain,  Sweden. 


The  meeting  at  San  Vicente  del 
Caguan  - the  first  official  contact 
between  the  two  parties  for 
six  years  - is  seen  as  the  last 
hope  for  a political  solution  to 
a conflict  that  has  killed  more 
than  35,000  people  during  the 
past  10  years. 


THURSDAY  7 


Burmese  anniversary 

Burma  (Myanmar)  celebrates  its 
anniversary  as  an  ^dependent  republic 
outside  the  British  Commonwealth. 
Aung  San  Suu  Kyi,  opposition  leader 
and  Nobel  prize  winner,  is  expected  to 
invite  more  than  1,000  people  to  her 
house  to  celebrate.  She  was  released 
from  house  arrest  in  1995.  but  her 
movements  are  still  restricted  by  the 
authorities. 


US  House  of  Representatives 

The  newly-elected  US  House  of 
Representatives  sits  for  the  first  time  in 
Washington. 


Intel  antitrust  case 


Bntef,  the  microprocessor  manufacturer, 
faces  an  antitrust  case  brought  by  the 
US  Federal  Trade  Commission.  The 
company  has  delayed  the  launch 
of  te  64-bit  Merced  chip  until 
mfcf-2000. 


Japanese  PM  in  Europe 

Keizo  Obuchi,  Japanese  prime 
mkiister,  begins  a week-long  visit  to 
Europe. 


Holidays 

Armenia.  Hungary,  Slovakia,  Sweden. 


Holidays 


Hungary,  New  Zealand,  Russia, 
Slovakia. 


WEDNESDAY  6 


TUESDAY  5 


Bfair  visits  South  Africa 


Middle  East  visit  by  Japanese 

Masahiko  Komura,  the  Japanese 
foreign  minister,  begins  a week-long 
visit  to  Israel.  Egypt  and  the  Palestinian 


Tony  Blair,  the  UK  prime  minister, 

; begins  a three-day  visit  to  South  Africa 
at  the  invitation  of  Thabo  Mbeki,  South 
African  deputy  president  who  met 
Blar  in  London  in  November. 

[They  are  expected  to  discuss  the 
prime  minister’s  “third  way"  and  the 


Germany’s  opposition  meets 

Traditional  start  of  the  year  gathering 
of  Germany’s  Christian  Social  Union  in 
the  Bavarian  town  of  Wildbath  Kreuth. 

This  year’s  two-day  gathering  will  the 
first  since  the  CSU  went  into 
opposition  at  national  level  following 
the  general  election  in  September.  It  is 
expected  to  give  early  indications  of 
the  make-up  of  the  party’s  leadership 
which  is  due  to  be  voted 
on  at  a separate  conference 
m mid-January. 

Among  the  speakers  expected  at 
Wildbath  Kreuth  is  Otmar  Issing.  chief 
economist  of  the  European  Central 
Bank,  who  is  due  to  speak  on 
the  subject  of  European  financial 


German  energy  tax  talks 

Oskar  Lafontaine,  the  German  finance 
minister,  is  scheduled  to  meet  Karel 
van  Miert  European  competition 
commissioner,  for  talks  about  energy 
taxes. 

The  Commission  says  the  Bonn 
government's  plans  to  exempt 
energy-intensive  industries  from 
increased  fuel  taxes  - after  complaints 
that  they  would  be  put  at  a 
disadvantage  to  European  competitors 
- amount  to  an  unfair  subsidy. 

Discussion  is  also  likely  to  Include 
Lafontaine's  ambitions  for  EU  tax 
harmonisation,  which  Is  partly  designed 
to  protect  German  industry  from 
competition. 


EU  environment  meeting 

The  European  Union  holds  two  days  of 
talks  in  Brussels  about  the  environment 
with  the  six  countries  which  will 
be  in  the  next  wave  of  accessions; 
Poland.  Hungary,  the  Czech 
Republic,  Slovenia,  Estonia  and 
Cyprus. 

Environmental  Issues,  including  those 
of  water  quality  and  nature  protection, 
are  among  the  three  most  difficult 
areas  in  the  screening  talks,  which 
cover  the  37  chapters  of  European  law. 
Talks  about  the  issues  of  transport 
and  agriculture  have  already 
started. 


BBBIBs 


MEM— 


Colombia  peace  talks 

Victor  Ricardo,  the  Colombian 
government’s  peace  commissioner,  is 
scheduled  to  meet  Manuel  Marulanda, 
commander  of  FARC,  the  largest  of  the 
country's  guerriHa  groups,  in 
an  attempt  to  revive  a faltering 
peace  process. 


Salzburg  conference 

Austrian  Chancellor  Viktor  Klima's 
Social  Democratic  party  opens  its 
annual  conference  in  Salzburg 
(to  January  9). 

Tax  reform  and  forthcoming 
provincial,  European  and  national 
elections  are  expected  to  dominate 
discussion. 


Holidays 

Eritrea.  Ethiopia,  Georgia, 


ECONOMIC  DIARY 


Other  economic  news 


Statistics  to  be  released  this  week 


Monday:  The  National 
Association  of  Purchasing 
Managers'  composite  index 
in  the  US  is  expected  to 
have  shown  a mild 
improvement  in  business 
conditions  during  December. 
Tuesday:  Consumer 
confidence  in  France 
remains  in  negative  territory, 
and  may  even  have 
deteriorated  in  December 
according  to  the  latest 
figures  published. 
Wednesday:  As  the  Bank  of 
England  holds  its  monthly 
monetary  policy  meeting,  the 
Purchasing  Managers  Index 
measuring  UK  service  sector 
business  activity  is  likely  to 
remain  below  the  crucial  50 
“break-even"  mark  during 
December,  for  the  second 
consecutive  month. 
Thursday:  Wholesale  price 
deflation  remains  under  way 
in  Japan  with  the  wholesale 
prices  index  for  December 
forecast  to  show  another  fafl 
in  the  level,  thanks  to  the 
recession  and  the  recent 
strength  of  the  yen. 

Friday:  The  labour  market  in 
the  US  is  likely  to  have 
exhibited  continued  signs  of 
strength  during  December, 
with  the  consensus  forecast 
for  unemployment  falling  to 

22  percent 


nihwiiir  Courtry 


Eeunomic 

Statistic 


Mattel 

FuracMt 


Day 

Bala— d Country 


Mon  Gammy 
Jan  4 UK 


Dec  Consumer  price  index** 

Nov  consumer  credit 
Nov  final  M4* 

Nov  final  M4“ 

Dec  Chart’d  Inst  of  Pisohaang  Mgrs 
Dec  Nat  Assoc  of  Purchasing  Mps 
Dec  domestic  light  truck  sales 
Dec  domestic  auto  sates 


Tue  Japan 
Jan  5 Japan 


Dec  auto  sales** 


Wed  UK 


Jan  6 Canada 


Dec  forex  reserves 
Dec  houshoto  suvey 
Nov  producer  pries  index** 

Dec  provisional  M0* 

Dec  provtswral  MO** 

Dec  official  reserves 
BTM-SchnxJers  2 Jan 
Nov  construction  spending 
Redboofc  2 Jan 

Dec  SEW  IEPM 

DEC  OPS  services  survey 

Dec  foreign  reserves 

Nov  industrial  prod'  price  index* 

Nov  raw  materials  price  index 

Nov  new  home  sales 

Etec  NAPM  (non-manufacturing) 


C$3_2bn 

0.7% 

-03% 


This-  • Japan  Nov  overaS  personal  consum  expend"  -1.0 

Jan  7 UK  Dec  CPI  cSstrtouttvo  trades  -0 

US  Initial  claims  2 Jan 

US  state  benefits  26  Dec 

Canada  Dec  help  wanted  index  144  144 

US  Nov  factory  orders  -1.6% 

US  Nov  factory  inventories  0-6% 

US  M2  - week  ended  28  Dec 

Japan  Dec  overall  wholesale  price  index*  -0-5% 

Japan  Dec  overall  wholesale  price  Index**  -3.5% 

Japan  Domestic  whote&ato  price  index**  -2L2% 

Fri  Japan  Nov  coincident  index  60.0%  . 

Jan  6 Japan  Nov  teacflng  efin’erential  index  55-6% 

Italy  Dec  final  consumer  price  index*  0.1% 

Italy  Dec  final  consumer  price  Index”  1.5%  • 

Germany  Dec  unemployment  pan-Germany  6k  4k 

Canada  Dec  emptoyment* 18k 103k 

During  the  week... 

Germany  Nov  VDMA  orders  3 months”  -1141%  • 

EMU  Nov  unemployment  rate  10.8% 

Germany  Nov  industrial  production  pan-Germany*-Q5%  1.4% 

Germany  Nov  matutac  output  pan-Germany*  1.6% 

Germany  Nov  industrial  production  west*  1.3% 

Germany  Nov  industrial  production  east  3.7% 

■month  «imorth.*T(Bar  on  year  Safeties,  courtesy  Standard  & poor's  AIMS. 


ACROSS 

l Medication,  operation  and 
rest  (8) 

5 The  host  is  a soldier  Trot- 
sky embraced  (6) 

9 Virgin  Queen  entered  to 
socialise  (8> 

10  Complain  to  French  joiner 
getting  reprimand  (6) 

11  Disdain  to  cheat  and 
seduce  (81 

12  Ridin*  to  Island  in  the 
Pacific  (61 

14  A player  in  a play.  Heather 
follows  diet  (10) 

15  A greeting  created  a diffi- 
cult situation  13-2-3-2) 

22  Air  can  upset  a plant  (6) 

23  Learned  about  colour  many 
years  ago  (5J) 

24  Edward,  swallowing  con- 
trived tale,  is  cheerful  (6) 

25  Wood  produces  a fire  in  the 
chimney  18) 

26  Oriental's  about  to  speak  of 
a jacket  (6) 

27  She  hides  in  a hollow  from 
fan  (8) 


DOWN 

1 The  first  magician  to  Jnmp 
<6) 

2 Metal  detected  in  gigantic 
tart  (6) 

3 There's  hesitation  about 
the  composer  being  a 
breadwinner  f6t 

4 Business  takeover  i 10? 

6 A scrutineer,  formerly  a 
prospector  (8> 

7 It’s  understood  spirit’s 
allowed  (8> 

8 It’s  put  about.  ’’Watery 
drinks  may  often  be  sweet” 
(8) 

13  Believe  senior  rfnirrhmaw. 
brififly  showing  means  of 

payment  (6,4). 

15  Don  eats  warm  fowl  (SI 

16  Drink  braces  ashen  trainee 
in  ballet  <4A) 

17  Specific  study  on  an  island 
(8) 

19  Soak  an  explosive  device 
that's  alight  to  start  with 
(6) 

20  Weep  uncontrollably  with 
311  American  native  (6) 

21  Decorative  feature  origi- 
nally from  temple  (6) 


MONDAY  PRIZE  CROSSWORD 

No.9,878  Set  by  ARMONIE 

A prize  of  a Tombow  Lucca  fountain  pen  and  rollerball  set,  worth  £125, 
wifi  be  awarded  for  the  first  correct  solution  opened.  Solutions  by 
Thursday  Janaary  14  marked  Monday  Crossword  9,878  on  the  envelope, 
to  the  Financial  Times,  1 Southwark  Bridge.  London  SEl  nm.  Sointlon 
on  Monday  January  l&  Please  allow  28  days  for  delivery  of  prizes. 
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Winner  of  Puzzle  No.9,870:  A.W.W.  Hale,  Uplands,  Swan- 
sea 
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